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Summary  of  Recommendations 


The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  department's  or  the  state  funds's  response  thereto,  and  a  reference  to  the  supporting 
comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


We  recommend  the  department  transfer  funds 

in  excess  of  the  appropriated  amounts  to 

the  Unemployment  Trust  Fund  as  required  by 

state  law 7 

Agency  Response:    Do  not  concur.   See  page  47. 

We  recommend  the  department: 

A.  Restrict  expenditures  of  unemployment 
insurance  assessment  moneys  to  adminis- 
trative costs  to  comply  with  state  law 8 

Agency  Response:    Do  not  concur.   See  page  47. 

B.  Deposit  $348,733  in  the  Unemployment 

Insurance  Assessment  account 8 

Agency  Response:   Do  not  concur.   See  page  47. 
We  recommend  the  department: 

A.  Analyze  the  adequacy  of  Unemployment 

Trust  Fund  reserves  and,    10 

Agency  Response:   Concur.   See  page  47. 

B.  If  necessary,  propose  legislative  changes 

in  the  unemployment  contribution  schedule 

to  ensure  a  fiscally  sound  fund 10 

Agency  Response:   Concur.   See  page  48. 

We  recommend  the  department  adopt  a  bill- 
ing schedule  to  ensure  cash  is  available  to 
meet  the  costs  of  enforcing  workers'  compen- 
sation laws 11 

Agency  Response:   Concur.   See  page  48. 
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Summary  of  Recommendations 

Recommendation  #5                      We  recommend  the  department  record  reve- 
nue in  the  appropriate  classes  on  the  state's 
accounting  records 12 

Agency  Response:   Concur.   See  page  48. 

Recommendation  #6                      We  recommend  the  department  develop  recon- 
ciliation procedures  to  properly  match 
federal  revenue  and  expenditures  on  the 
state's  accounting  records 13 

Agency  Response:   Concur.   See  page  49. 

Recommendation  #7  We  recommend  the  department: 

A.  Develop  a  system  to  suspend  computer 

access  of  terminated  employees 15 

Agency  Response:   Concur.   See  page  49. 

B.  Reprogram  the  BEAR  system  to  limit 

access  to  specific  data 15 

Agency  Response:   Partially  concur.   See  page  49. 

C.  Establish  review  procedures  to  limit 
individual  access  to  files  to  the  level 

required  for  the  individual's  work 15 

Agency  Response:    Partially  concur.   See  page  49. 

Recommendation  #8                      We  recommend  the  department  adopt  proce- 
dures to  ensure  compliance  with  federal 
training  grant  regulations 16 

Agency  Response:   Concur.   See  page  50. 

Recommendation  #9  We  recommend  the  department  implement 

procedures  to  ensure  conference  costs  comply 

with  state  law 17 

Agency  Response:   Concur.   See  page  50. 

Recommendation  #10                    We  recommend  the  department  use  and  docu- 
ment proper  criteria  in  determining  eligi- 
bility for  JTPA  services 18 

Agency  Response:   Concur.   See  page  50. 
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Recommendation  #1  1  We  recommend  the  department  estimate,  allo- 
cate, and  record  administrative  costs  between 
federal  programs  at  fiscal  year-end 19 

Agency  Response:   Concur.   See  page  51. 

Recommendation  #12  We  recommend  the  State  Fund: 

A.  Establish  and  follow  rules  for  its  rate 

setting  process  as  required  by  state  law 21 

Agency  Response:   Concur.   See  page  53. 

B.  Document  the  NCCI  rates  as  a  basis  for 

State  Fund  rates  as  required  by  state  law 21 

Agency  Response:    Partially  concur.   See  page  53. 

Recommendation  #13                    We  recommend  the  State  Fund  implement  pro- 
cedures to  ensure  prompt  transfer  and  invest- 
ment of  payroll  tax  receipts 22 

Agency  Response:   Concur.   See  page  53. 

Recommendation  #14  We  recommend  the  State  Fund  segregate  cash 

handling  duties  from  personnel  with  the 
ability  to  access  and  alter  employer  accounts 
in  the  database 23 

Agency  Response:   Concur.   See  page  55. 

Recommendation  #15  We  recommend  the  State  Fund  deposit  returned 

and  refund  checks  according  to  state  policy 24 

Agency  Response:    Partially  concur.   See  page  55. 

Recommendation  #16                     We  recommend  the  State  Fund  ensure  finan- 
cial activity  is  recorded  on  the  state's 
accounting  records  in  accordance  with  state 
law 25 

Agency  Response:    Partially  concur.   See  page  56. 
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Recommendation  #17  We  recommend  the  State  Fund: 

A.  Perform  an  internal  security  evaluation 27 

Agency  Response:   Concur.   See  page  57. 

B.  Develop  adequate  disaster  recovery  pro- 
cedures based  upon  the  results  of  the 

internal  security  evaluation 27 

Agency  Response:   Concur.   See  page  58. 
Recommendation  #18  We  recommend  the  State  Fund: 

A.  Limit  outside  agency  access  to  critical 

applications 28 

Agency  Response:   Concur.   See  page  58. 

B.  Appoint  an  individual  independent  of 
the  data  processing  function  as  security 
officer  and  provide  security  software 

training  to  that  individual 28 

Agency  Response:    Partially  concur.    See  page  58. 
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Introduction 


Introduction  We  performed  a  financial-compliance  audit  of  the  Department 

of  Labor  and  Industry  for  the  two  fiscal  years  ended  June  30, 
1990.    We  included  operations  of  the  State  Compensation  Mutual 
Insurance  Fund  (State  Fund)  from  January  1  to  June  30,  1990  in 
our  audit  scope.    State  Fund  assumed  control  of  the  state 
workers'  compensation  plan  on  January  I,  1990.    Prior  to  that 
date,  the  department  had  administrative  responsibility  for  the 
state  operated  workers'  compensation  plan.   The  objectives  of 
the  audit  were  to: 

1.  Make  recommendations  for  improvements  in  the  manage- 
ment and  internal  accounting  controls  of  the  department 
and  the  State  Fund. 

2.  Determine  department  and  State  Fund  compliance  with 
applicable  laws  and  regulations. 

3.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

4.  Determine  if  the  financial  schedules  present  fairly  the 
results  of  operations  of  the  department  for  the  two  fiscal 
years  ended  June  30,  1990. 

This  report  contains  eleven  recommendations  to  the  department 
and  seven  recommendations  to  the  State  Fund.   These  recom- 
mendations address  areas  where  management,  internal  control, 
and  compliance  with  laws  and  regulations  can  be  improved. 
Other  areas  of  concern  deemed  not  to  have  a  significant  effect 
on  the  successful  operations  of  the  department  are  not  specifi- 
cally included  in  the  report,  but  have  been  discussed  with 
management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
•'  disclosed,  if  significant,  the  costs  of  implementing  the  recom- 

mendations made  in  this  report. 
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Background  The  Department  of  Labor  and  Industry  was  created  by  the 

Executive  Reorganization  Act  of  1971.    The  primary  functions 
of  the  department  are  to  administer  the  Unemployment  Insur- 
ance benefit  program,  provide  employment  services  through  Job 
Service  offices,  and  administer  workers'  compensation  insurance 
laws  in  the  state.    Until  December  1989,  the  department 
included  the  Division  of  Workers'  Compensation.   The  legisla- 
ture established  the  State  Compensation  Mutual  Insurance  Fund 
(State  Fund)  as  a  separate  entity  January  I,  1990  to  operate  the 
states  workers'  compensation  insurance  plan.    On  June  30,  1990, 
the  department  was  organized  into  seven  divisions.    A  brief 
description  of  each  division  follows: 

Centralized  Services  Division  -  provides  overall  management 
and  support  services  to  the  department.    Services  include  per- 
sonnel, accounting,  data  processing,  and  budgeting  (89  FTE). 

Employment  Policy  Division  -  monitors  the  Job  Training  Part- 
nership Act  (JTPA)  for  the  state  of  Montana.    As  of  July  I, 
1990  the  Private  Industry  Councils  contracted  with  a  nonprofit 
corporation  to  administer  most  JTPA  funded  programs.    As  a 
result  of  the  contract,  the  division  eliminated  10  positions 
associated  with  JTPA  administration.    JTPA  is  a  federal  pro- 
gram to  prepare  unskilled  persons  for  employment.    The  division 
also  administers  the  Project  Work  program.    The  division 
develops  data  and  statistics  related  to  employment  (51  FTE). 

Employment  Relations  Division  -  administers  the  Montana 
Collective  Bargaining  Act  and, the  Nurses'  Employment  Practices 
Act.    It  hears  classification  appeals  for  state  government 
employees  and  disputes  concerning  administration  of  Montana's 
Unemployment  Insurance  laws.   The  division  also  performs 
audits  of  employers  for  accuracy  of  unemployment  insurance  tax 
remittances  and  administers  compliance  with  workers'  compen- 
sation laws  (73  FTE). 

Human  Rights  Commission  -  the  Human  Rights  Commission 
enforces  state  and  federal  laws  designed  to  eliminate  discrim- 
ination in  employment,  public  accommodations,  housing, 
financing  and  credit,  education,  and  government  services.    The 
commission  is  attached  to  the  Department  of  Labor  and  Industry 
for  administrative  purposes  only  (10  FTE). 
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Job  Service  Division  -  acts  as  a  labor  exchange  with  23  job 
service  offices  throughout  the  state  listing  available  jobs  and 
referring  qualified  personnel  to  employers  (343  FTE). 

Legal  Services  Division  -  provides  legal  assistance  to  the  depart- 
ment (18  FTE). 

Unemployment  Insurance  Division  -  administers  state  and 
federal  unemployment  insurance  laws.    It  collects  unemployment 
insurance  taxes  and  provides  benefit  payments  to  eligible  claim- 
ants (87  FTE). 

The  State  Fund  was  established  by  the  1989  legislature  to 
administer  the  state  operated  workers'  compensation  plan. 
Under  state  law,  the  Governor  appointed  five  directors  to  set 
policy  for  the  State  Fund.   These  directors  hired  a  president  to 
manage  State  Fund  operations.    The  State  Fund  is  attached  to 
the  Department  of  Administration  for  administrative  purposes 
only.    At  June  30,  1990,  the  State  Fund  had  183  authorized  FTE. 


Full- Funding  Deficiency  Actuarial  projections  for  the  State  Fund  disclosed  a  full-funding 

deficiency  of  approximately  $221,869,000  at  June  30,  1990.    A 
funding  deficiency  exists  when  the  assets  of  the  State  Fund  at  a 
particular  date  are  not  adequate  to  pay  the  estimated  future  costs 
of  liabilities  incurred  as  of  that  date.    Under  normal  operations. 
each  year's  premium  should  be  adequate  to  provide  for  all 
present  and  future  payments  related  to  injuries  incurred  during 
that  year,  whether  or  not  reported.    Whenever  a  funding 
deficiency  occurs,  future  premiums  must  be  used  to  satisfy  the 
existing  liabilities  of  the  State  Fund.   According  to  state  law, 
State  Fund  must  set  premium  rates  to  fund  the  insurance  pro- 
gram, including  the  costs  of  administration,  benefits  and  ade- 
quate reserves.   The  existence  of  a  funding  deficiency  indicates 
premium  rates  in  past  periods  did  not  cover  costs  associated  with 
claims  from  those  past  periods. 

In  our  two  prior  financial-compliance  audit  reports,  we  recom- 
mended premium  rates  be  set  sufficient  to  ensure  the  State  Fund 
is  self-supporting.   State  Fund  management  concurred  with  the 
recommendation.    The  legislature  enacted  changes  in  criteria 
related  to  actuarial  soundness  of  State  Fund  during  the  May- 
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1990  special  session.    House  Bill  2  provides  separate  funding 
sources  for  claims  incurred  before  July  1,  1990  and  those 
incurred  on  or  after  July  1,  1990.    Premium  rates  will  be  set  to 
cover  actuarially  estimated  costs  incurred  on  or  after  Jul\   I, 
1990.    Premium  revenue  will  no  longer  be  used  to  cover  the 
liability  and  funding  deficiency  caused  by  claims  incurred  prior 
to  that  date.    As  a  result,  the  term  "actuarially  sound"  now 
applies  only  to  operations  on  or  after  July  1,  1990. 

House  Bill  2  states  State  Fund  management: 

"shall  make  every  effort  to  adequately  predict  future  costs. 
When  the  costs  of  a  factor  influencing  rates  are  unclear  and 
difficult  to  predict,  the  state  fund  shall  use  a  prediction 
calculated  to  be  more  than  likely  to  cover  those  costs  rather 
than  less  than  likely  to  cover  those  costs." 

We  reviewed  the  assumptions  and  analysis  of  the  actuary  sup- 
porting the  9  percent  premium  revenue  increase  for  fiscal  year 
1990-91.    We  found  the  analysis  used  predictions  calculated  to 
be  more  than  likely  to  cover  costs  for  the  period.   Therefore,  we 
offer  no  recommendation  related  to  the  level  of  State  Fund 
premium  rates  for  the  current  fiscal  year. 
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Prior  Audit  Recommen- 
dations 


The  financial-compliance  audit  of  the  Department  of  Labor  and 
Industry  (DOLI)  for  the  two  fiscal  years  ended  June  30,  1988, 
contained  28  recommendations  applicable  to  the  department 
and/or  to  the  State  Compensation  Mutual  Insurance  Fund.    Six 
recommendations  addressed  conditions  at  both  DOLI  and  State 
Fund  predecessor,  the  Division  of  Workers'  Compensation 
(DWC).    Of  the  recommendations  addressed  to  DOLI,  the 
department  implemented  eight,  partially  implemented  four,  and 
did  not  implement  two.    State  Fund  implemented  seven,  part- 
ially implemented  six,  and  did  not  implement  three.    Each  entit\ 
had  two  recommendations  addressed  to  it  that  are  no  longer 
applicable. 


Since  DOLI  and  State  Fund  are  now  separate  entities  with 
different  managements,  we  will  present  issues  related  to  each 
entity  in  separate  sections  of  this  report.    The  first  eleven 
recommendations,  on  pages  6-19  of  the  report,  pertain  to  the 
department.    Issues  addressed  on  pages  20-28  concern  operations 
of  State  Fund. 

We  discussed  prior  audit  recommendations  related  to  unemploy- 
ment insurance  assessments  (page  6),  workers'  compensation 
administrative  assessments  (page  10),  restrictive  endorsement  of 
checks  (page  22),  segregation  of  duties  in  cashiering  (page  22), 
and  timely  deposit  of  receipts  (page  23). 
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Unemployment  Insur-  Section  39-51-404(4),  MCA,  directs  the  department  to  collect  an 

ance  Assessments  assessment  on  wages  subject  to  unemployment  insurance  contri- 

butions (CFDA  #17.225).   The  statute  requires  the  department 
to  deposit  this  money  in  the  Special  Revenue  Fund  for  admini- 
strative use  as  appropriated  by  the  legislature.   In  fiscal  years 
1983-84  through  1988-89,  the  legislature  allowed  the  depart- 
ment to  use  these  funds  only  if  federal  funding  for  job  services 
fell  below  specified  amounts.   Through  fiscal  year  1987-88,  the 
department  had  not  used  any  of  these  funds.   In  fiscal  years 
1988-89  and  1989-90,  the  department  spent  $350,000  and 
$1,877,429,  respectively.   The  statute  also  requires  the  depart- 
ment to  transfer  any  moneys  not  appropriated  by  the  legislature 
to  the  state's  Unemployment  Trust  Fund  held  in  the  U.S. 
Treasury. 

During  the  audit  period,  the  department  initially  deposited  the 
assessments  in  a  bank  account  outside  the  state  treasury  and 
recorded  them  in  the  Expendable  Trust  Fund.    In  addition,  the 
department  did  not  transfer  either  the  excess  assessment  not 
appropriated  or  interest  earned  on  the  assessments  to  the 
Unemployment  Trust  Fund  during  the  last  two  years.   The 
procedure  used  by  the  department  understates  Special  Revenue 
Fund  revenue  and  overstates  the  Expendable  Trust  Fund 
revenue  by  the  amount  of  assessments  collected  but  not  trans- 
ferred to  the  Special  Revenue  Fund.   The  table  below  shows  the 
total  assessments  collected  since  the  implementation  of  this 
statute  and  the  interest  earned  on  these  assessments.    In  addition, 
the  table  includes  the  amount  transferred  and  the  balances 
which  had  not  been  transferred  to  the  Unemployment  Trust 
Fund  at  June  30,  1990. 
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Table    1 

Unemployment 

Insurance 

Assessments 

Transferred 

Fiscal 

Assessments 

Interest 

to     U.S. 

Balance  at 

Year 

Collected 

Income 

Trust   Fund 

Expenditures 

June  30 

1983-84 

$  1,425,199 

$  18,911 

$1,420,858 

$                  0 

$       23,252 

1984-85 

1,981,841 

35,898 

1,985,852 

0 

55,139 

1985-86 

2,342,560 

62,026 

0 

0 

2,459,725 

1986-87 

2,337,729 

169,418 

4,000,000 

0 

966,872 

1987-88 

2,390,527 

131,623 

1,269,657 

0 

2,219,365 

1988-89 

2,219,020 

165,847 

0 

350,000 

4,254,232 

1989-90 

2,634.035 

283.762 

0 

1.877.429 

5,294,600 

Totals 

$15,330,911 

$867,485 

$8.676.367 

$2,227,429 

Source: 

Compi led  by 

the  Office 

sf  the  Legislative  Auditor 

State  law  requires  the  department  to  transfer  assessment  moneys 
and  the  interest  on  it  to  the  Unemployment  Trust  Fund  if  the 
moneys  are  not  appropriated  by  the  legislature  for  use  by  the 
department.    We  calculated  the  department  should  have  trans- 
ferred $5,236,261  at  fiscal  year-end  1989-90  to  comply  with  this 
law.   The  amount  to  be  transferred  includes  the  balance  at 
June  30,  1990,  less  the  difference  between  the  fiscal  year  1989- 
90  appropriation  of  $1,935,768  and  the  $1,877,429  spent. 


Recommendation  #1 

We  recommend  the  department  transfer  funds  in  excess  of 
the  appropriated  amounts  to  the  Unemployment  Trust 
Fund  as  required  by  state  law. 
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Assessment  Expenditures 


In  fiscal  year  1989-90,  the  legislature  appropriated  $1,935,768  in 
unemployment  insurance  assessment  funds  to  five  department 
programs.   Sections  39-51-404(4)  and  39-51-406(1),  MCA,  limit 
the  use  of  unemployment  insurance  assessments  to  administra- 
tive costs.   The  department  spent  $1,877,429,  including  $348,733 
disbursed  to  providers  of  direct  services  for  the  dislocated 
workers  and  new  horizons  programs.   These  expenditures  are 
direct  benefit  payments  and  do  not  satisfy  the  administrative 
cost  restriction  of  the  statutes. 


Since  the  appropriation  and  expenditure  of  unemployment 
insurance  assessment  funds  for  direct  services  violates  state  law, 
the  department  should  reimburse  $348,733  to  the  Unemployment 
Insurance  Assessment  account  in  the  Special  Revenue  Fund.    A 
department  official  said  the  department  was  not  aware  of  the 
restriction  during  the  last  budget  process.    The  official  said  the 
department  will  review  the  legal  limits  on  expenditure  of  assess- 
ment moneys. 


Recommendation  #2 

We  recommend  the  department: 

A.  Restrict  expenditures  of  unemployment  insurance 
assessment  moneys  to  administrative  costs  to  comply 
with  state  law. 

B.  Deposit  $348,733  in  the  Unemployment  Insurance 
Assessment  account. 


Unemployment  Contri- 
butions 


State  law  directs  the  department  to  deposit  unemployment 
contributions  in  the  Unemployment  Trust  Fund.   Trust  Fund 
assets  provide  reserves  for  payment  of  unemployment  benefits 
during  economic  declines.   The  department  adjusts  unemploy- 
ment contribution  rates  annually  using  tables  and  a  formula 
included  in  state  statute.    Department  personnel  calculate  the 
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ratio  of  the  Unemployment  Trust  Fund  balance  at  each 
December  31  to  total  wages  in  covered  employment  for  the 
twelve  month  period  prior  to  the  computation  date.    The  ratio 
identifies  which  of  the  ten  rate  schedules  included  in  state  law 
should  be  applied  in  the  subsequent  rate  year. 

A  department  official  estimates  unemployment  contribution 
rates  will  reach  the  lowest  schedule  included  in  state  law  in  the 
next  rate  year.    Although  department  officials  estimate  the 
Unemployment  Trust  Fund  balance  will  continue  to  increase  in 
fiscal  year  1990-91,  the  fund  balance  will  not  reach  the  target 
reserve  level  set  by  the  department. 

Reserves  should  be  adequate  to  pay  benefits  during  an  economic 
decline  until  adjusted  rates  result  in  increased  revenues.    By 
estimating  benefit  payments  and  contributions  for  economic 
downturns  similar  to  ones  experienced  previously,  the  depart- 
ment could  determine  a  fund  balance  target  for  adequate 
reserves.    Department  personnel  calculated  an  adequate  reserve 
level  using  1982  as  the  base  year.    Based  on  the  unemployment 
benefit  payout  experienced  in  1982,  a  department  official  esti- 
mated a  reserve  of  $129,333,333  would  currently  be  needed  to 
maintain  benefit  payments  for  18  months  at  the  level  experi- 
enced in  1982.    Montana  had  a  $83,195,726  balance  in  the  U.S. 
Unemployment  Trust  Fund  at  June  30,  1990. 

Having  a  set  target  fund  balance,  the  department  should  analyze 
reserve  adequacy  and  estimated  income  to  determine  whether 
revisions  in  statutory  contribution  rates  are  necessary  to  main- 
tain a  fiscally  sound  fund.    In  analyzing  reserve  adequacy,  the 
department  should  consider  a  reasonable  time  period  to  reach 
the  reserve  target.   The  existing  contribution  rate  schedules  do 
not  specifically  adjust  for  reserve  requirements. 
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Recommendation  #3 

We  recommend  the  department: 

A.  Analyze  the  adequacy  of  Unemployment  Trust  Fund 
reserves  and, 

B.  If  necessary,  propose  legislative  changes  in  the 
unemployment  contribution  schedule  to  ensure  a 
fiscally  sound  fund. 


Administrative  Assess- 
ments 


The  Department  of  Labor  and  Industry  (DOLI)  assesses  self- 
insured  employers,  private  insurance  carriers,  and  the  State 
Fund  for  the  administrative  costs  related  to  enforcement  and 
regulation  of  workers'  compensation  coverage  in  Montana. 
These  assessments  should  cover  the  costs  of  the  regulatory 
function,  approximately  $1.1  million  annually.    Department  per- 
sonnel prepare  an  annual  administrative  assessment  report  to 
allocate  its  costs  between  the  three  provider  groups.   The  assess- 
ments are  based  on  the  percentage  of  costs  incurred  by  the 
department  for  each  provider  group  in  the  previous  fiscal  year 
multiplied  by  the  budgeted  administrative  costs  for  the  current 
fiscal  year.   Since  cost  data  for  the  previous  fiscal  year  is  not 
available  at  the  start  of  the  current  fiscal  year,  DOLI  staff 
estimate  the  assessments  using  cost  allocations  from  the  last  year 
for  which  allocations  are  available. 


Through  fiscal  year  1989-90,  Division  of  Workers'  Compensa- 
tion (DWC)  accountants  prepared  the  administrative  assessment. 
Personnel  in  DOLl's  Centralized  Services  Division  now  have  the 
responsibility  for  preparation  of  the  assessment  report.    As  of 
February  20,  1991,  DOLI  had  not  billed  any  portion  of  the 
assessments  or  completed  the  assessment  report.    DOLI  officials 
estimate  the  billings  will  be  made  in  April  of  1991.   The  depart- 
ment has  financed  its  workers'  compensation  regulatory  func- 
tions by  borrowing  $1  million  from  the  General  Fund  in  inter- 
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entity  loans.    We  estimate  the  loan  will  cost  the  General  Fund  at 
least  $28,200  in  lost  interest  earnings. 


According  to  department  officials,  the  administrative  assessment 
function  was  new  to  DOLI  staff.    As  a  result,  the  department 
did  not  prepare  the  assessment  or  plan  the  billing  process  to 
ensure  adequate  cash  flow.   This  issue  of  untimely  billing  of 
administrative  assessments  was  addressed  to  Workers'  Compen- 
sation in  our  prior  audit.    Department  of  Labor  and  Industry 
officials  agreed  an  earlier  billing  schedule  could  improve  opera- 
tions in  the  future. 


Recommendation  #4 

We  recommend  the  department  adopt  a  billing  schedule  to 
ensure  cash  is  available  to  meet  the  costs  of  enforcing 
workers'  compensation  laws. 


Revenue  Classification  The  department  classified  interest  earnings  on  the  state's 

unemployment  insurance  balance  in  the  U.S.  Unemployment 
Trust  Fund  as  federal  assistance  rather  than  interest  earnings 
(CFDA  #17.225).    In  addition,  the  department  classified  reim- 
bursements of  benefits  paid  to  federal  employees  as  employer 
contributions  rather  than  as  federal  assistance.    As  a  result,  the 
department  understated  investment  earnings  in  the  Expendable 
Trust  Fund  by  $4,800,337  and  $6,439,414  in  fiscal  years 
1988-89  and  1989-90.    Department  records  overstated  premium 
contributions  and  federal  assistance  revenue  in  the  Expendable 
Trust  Fund  by  $3,069,000  and  $1,731,337  in  fiscal  year  1988-89 
and  $2,980,000  and  $3,459,414  in  fiscal  year  1989-90,  respec- 
tively.  The  misclassification  of  these  revenues  by  the  depart- 
ment also  causes  misstatement  of  revenue  amounts  on  the  state- 
wide financial  statements.    We  discussed  this  misclassification 
problem  in  our  prior  audit. 

The  following  table  shows  the  misstatements. 
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Table  2 

Expendable  Trust  Fund  -  Revenue 

Over(Under)  Statement 

Fiscal  Year 

Fiscal  Year 

1988-89 
Investment  Earnings            $(4,800,337) 

1989-90 

$(6,439,414) 

Contributions  and 

Premiums                     3,069,000 

2,980,000 

Federal  Assistance               1,731,337 

3,459,414 

Source:   Compiled  by  the  Office  of  the  Legislative 

Audi  tor 

We  qualified  our  opinion  on  the  Schedules  of  Revenue  and 
Transfers  In  -  Estimate  and  Actual  (pages  34  and  35)  and  in  the 
prior  audit  as  a  result  of  these  classification  errors.    A  manage- 
ment official  said  the  department  has  used  the  same  classifica- 
tions for  revenue  for  many  years.    Another  official  said  classi- 
fication changes  should  be  made  at  the  start  of  a  fiscal  year  to 
avoid  confusion  and  further  errors.   The  department  has  not  yet 
made  the  changes. 


Recommendation  #5 

We  recommend  the  department  record  revenue  in  the 
appropriate  classes  on  the  state's  accounting  records. 


Fund  Balance 


Two  of  the  department's  federal  Special  Revenue  Fund  account- 
ing entities  did  not  have  a  zero  fund  balance  at  fiscal  year-end 
during  either  year  of  the  audit  period.   These  accounting  entities 
include  revenue  and  expenditures  related  to  most  of  the  federal 
funds  received  from  the  U.S.  Department  of  Labor.    The 
department  earns  federal  revenue  as  valid  expenditures  are 
incurred.    Revenue  must  be  accrued  for  federal  payments 
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earned  but  not  yet  received  and  deferred  for  federal  advances 
received  but  not  yet  earned.    Under  state  accounting  policy, 
proper  accounting  results  in  a  zero  fund  balance  at  fiscal  year- 
end  because  federal  revenues  earned  equal  expenditures. 
Recorded  revenue  exceeded  expenditures  in  federal  Special 
Revenue  Fund  accounting  entities  by  $257,406  and  $198,706  in 
fiscal  years  1988-89  and  1989-90,  respectively.    A  department 
official  indicated  accounting  personnel  did  not  determine  which 
grant  revenue  should  be  deferred  in  time  to  adjust  the  account- 
ing records.    We  discussed  this  issue  in  our  prior  audit  report. 


Recommendation  #6 

We  recommend  the  department  develop  reconciliation 
procedures  to  properly  match  federal  revenue  and  expendi- 
tures on  the  state's  accounting  records. 


Computer  Access 
Controls 


In  the  performance  audit  of  the  Employment  Services  Program 
conducted  by  our  office,  we  identified  weaknesses  related  to 
general  controls  over  access  to  equipment  and  data  files.    When 
general  control  weaknesses  exist,  the  risk  of  system  misuse, 
malfunction,  or  change  increases,  and  specific  application 
controls  may  be  ineffective.    In  this  audit,  we  reviewed 
electronic  access  controls  established  by  the  Department  of 
Labor  for  the  Unemployment  Benefits  and  Employer  Tax 
Systems.    We  noted  several  areas  where  security  over  programs 
and  data  for  these  systems  can  be  improved. 


Terminated  Employees 


We  reviewed  procedures  for  suspension  of  access  for  employees 
terminated  by  the  department.    When  an  employee  terminates, 
the  agency  should  suspend  the  employee's  access  to  systems  and 
data.   We  noted  thirteen  terminated  employees  still  had  access 
two  weeks  after  their  employment  by  the  department  had  ended. 
None  of  the  individuals  had  used  their  approved  identification 
to  access  the  systems  after  termination. 
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When  access  to  critical  applications  is  not  suspended  for  termi- 
nated employees,  unauthorized  use  or  alteration  of  data  and 
programs  could  occur.    According  to  agency  personnel,  the 
security  officer  does  not  receive  notification  of  terminations 
under  current  department  procedures.    If  the  security  officer 
were  notified  of  terminations,  the  officer  could  eliminate  the 
access  of  terminated  employees  to  department  data  processing 
systems. 


BEAR  System  Access 


Unemployment  Insurance  benefits  are  tracked  on  the  Benefit 
Application  Rewrite  (BEAR)  system.   This  system  provides  for 
seven  levels  of  access.   The  department  attempts  to  match  the 
access  levels  to  employee  job  duties.    During  audit  work  we 
noted  each  access  level  is  cumulative.    An  individual  with  access 
to  the  seventh  level  has  access  to  all  prior  levels.   The  depart- 
ment should  limit  access  to  data  files  to  those  individuals  autho- 
rized to  process  or  use  the  particular  data.   Since  the  system  does 
not  limit  access  to  the  specific  level,  individuals  have  access  to 
information  which  is  not  needed  for  the  performance  of  their 
job. 


Department  personnel  indicated  the  system  design  does  not  link 
access  to  specific  data  screens  required  to  perform  work  at  each 
level  of  access.    A  department  data  processing  manager  esti- 
mated the  cost  of  reprogramming  the  system  to  provide  screen 
specific  access  is  $1,900. 


Programmer  Access 


Department  of  Labor  computer  programmers  can  change  data  in 
some  critical  datasets,  and  operations  employees  can  change 
programs  for  critical  applications.    Good  data  processing 
controls  require  segregation  of  operations  and  programming 
functions.   When  employees  can  change  both  programs  and  data, 
the  risk  of  errors  and  irregularities  occurring  and  not  being 
detected  increases  significantly. 


Department  personnel  indicated  the  programmers  need  access  to 
data  to  ensure  all  systems  process  correctly.   The  systems  are 
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several  years  old  and  have  developed  "bugs"  which  cannot  be 
eliminated  without  programming.   The  department  can  reduce 
the  risk  of  irregularities  by  logging  and  tracking  programmer 
access  to  data  files.    Management  was  not  aware  that  operations 
employees  have  access  to  programs,  and  considers  this  access 
unnecessary. 


Unprotected  Tape  Files  Access  rules  are  used  by  the  department  to  provide  security  over 

mainframe  applications.    During  our  examination,  we  identified 
eight  tape  files  which  are  not  protected  by  appropriate  security 
rules.   Six  of  these  tapes  contain  confidential  W-2  information. 
The  other  two  contain  unemployment  insurance  benefits 
programs.   The  tapes  could  not  be  protected  because  the  file 
descriptions  do  not  follow  naming  conventions.    Department 
personnel  indicate  they  believed  the  tape  files  had  been  placed 
in  archives  and  access  eliminated.    The  department  should 
ensure  access  to  programs  and  data  files  is  limited  to  those 
individuals  authorized  to  process  or  maintain  particular  systems. 
In  the  Employment  Service  Program  performance  audit,  we 
recommended  the  department  establish  written  policies  and 
procedures  which  adequately  document  the  implementation  and 
maintenance  of  general  controls.   The  department  could  imple- 
ment the  recommendations  made  here  as  part  of  that  policy 
revision. 


Recommendation  #7 

We  recommend  the  department: 

A.  Develop  a  system  to  suspend  computer  access  of 
terminated  employees. 

B.  Reprogram  the  BEAR  system  to  limit  access  to 
specific  data. 

C.  Establish  review  procedures  to  limit  indhidual 
access  to  files  to  the  level  required  for  the  indi- 
vidual's work. 


Page  15 


Findings  and  Recommendations 


Federal  Compliance 


The  department  spent  $30,422,966  and  $30,127,505  in  federal 
assistance  moneys  in  fiscal  years  1988-89  and  1989-90,  respec- 
tively.  The  federal  government  provides  assistance  for  admini- 
stration of  the  unemployment  insurance  and  job  service 
programs  and  to  fund  various  job  training  programs.    In  the 
next  four  sections,  we  discuss  issues  related  to  the  use  of  federal 
funds. 


Dislocated  Workers  Train- 
ing 


Federal  regulations  require  at  least  50  percent  of  the  Economic 
Dislocation  Worker  Adjustment  Assistance  Act  (EDWAA)  grant 
funds  (CFDA  #17.246)  be  expended  for  retraining  costs.    In 
fiscal  year  1989-90,  DOLI  and  its  grantees  spent  only  47  percent 
of  the  substate  funds  for  retraining.    As  a  result  of  DOLI's 
noncompliance  with  federal  law,  we  questioned  costs  of  $19,081 
associated  with  the  EDWAA  grant.    Department  personnel  stated 
that  this  oversight  occurred  because  they  did  not  consider  the 
administrative  portion  of  the  grant  when  they  calculated  the 
50  percent  for  retraining.    Department  officials  stated  that  they 
are  adjusting  fiscal  year  1990-91  spending  so  the  50  percent  is 
achieved  for  the  two  years  ended  June  30,  1991  on  a  combined 
basis. 


Recommendation  #8 

We  recommend  the  department  adopt  procedures  to  ensure 
compliance  with  federal  training  grant  regulations. 


Job  Training  Conference 


The  department  paid  for  a  September  1989  conference  for  the 
Job  Training  Coordinating  Council  with  Job  Training  Partner- 
ship Act  (CFDA  #17.250)  funds.    As  part  of  the  conference 
costs,  the  department  paid  the  hotel  directly  for  certain  meal 
and  meeting  room  rental  costs.    We  found  several  instances 
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where  the  department  exceeded  the  per  diem  meal  rates  set  by 
state  law. 

Department  personnel  reimbursed  some  participants  for 
meals  claimed  on  travel  expense  vouchers  and  also  paid  the 
hotel  directly  for  the  meals. 

One  participant  claimed  and  received  reimbursement  for 
lunch  expense  even  though  he  was  not  in  travel  status  as 
defined  by  state  law. 

The  department  payment  to  the  hotel  exceeded  the  allow- 
able per  diem  amounts  for  meals. 

As  a  result,  the  department  spent  $1,144  more  for  meals  at  the 
conference  than  allowed  by  state  law.    We  question  the  allow- 
ability of  these  costs  as  charges  to  the  JTPA  grant.    Department 
fiscal  managers  said  improved  planning  and  coordination  of 
information  related  to  future  events  of  this  type  could  prevent 
overpayments. 


Recommendation  #9 

We  recommend  the  department  implement  procedures  to 
ensure  conference  costs  comply  with  state  law. 


Job  Training  Eligibility  The  department's  Job  Service  Division  provides  training  and 

support  services  with  Job  Training  Partnership  Act  (JTPA) 
funds  (CFDA  #17.250).    We  tested  a  sample  of  37  JTPA  clients 
served  by  Job  Service  for  eligibility  under  program  regulations. 
In  one  case,  we  found  department  personnel  did  not  include  the 
military  pay  of  the  client's  spouse  when  determining  her  eligi- 
bility.   When  the  department  determined  the  individual  did  not 
satisfy  the  income  limits  for  JTPA  eligibility,  personnel  enrolled 
her  under  a  category  for  clients  with  significant  barriers  to 
employment.   JTPA  providers  may  enroll  up  to  10  percent  of 
the  JTPA  clients  who  have  employment  barriers  (such  as  an 
education  deficiency)  regardless  of  the  client's  financial 
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resources.    However,  the  case  file  did  not  document  a  significant 
barrier  to  employment  which  qualified  the  client  for  enrollment 
under  this  category. 

Since  the  client  was  not  eligible  for  JTPA  services,  we  question 
the  allowability  of  $1,575  in  JTPA  costs.    According  to  Job 
Service  officials,  the  department  changed  the  eligibility  deter- 
mination because  the  client's  service  contract  was  almost  com- 
plete when  department  personnel  discovered  the  initial  eligibil- 
ity error. 


Recommendation  #10 

We  recommend  the  department  use  and  document  proper 
criteria  in  determining  eligibility  for  JTPA  services. 


Federal  Financial  Assis- 
tance Schedule 


Department  accounting  personnel  prepare  a  Schedule  of  Federal 
Financial  Assistance  each  fiscal  year.   The  schedule  shows 
expenditures  of  federal  funds  by  type  of  assistance,  listed 
according  to  a  catalog  number  assigned  by  the  federal  govern- 
ment.  The  Governor's  Office  compiles  schedules  from  each 
state  agency  into  a  single  Schedule  of  Federal  Financial  Assis- 
tance for  the  state  of  Montana.    We  express  an  opinion  on  state- 
wide federal  financial  assistance  schedules  in  our  biennial  Single 
Audit  report. 


Federal  regulations  require  recipients  of  federal  assistance  to 
report  all  federal  moneys  expended  in  a  given  fiscal  year, 
including  prior  year  items  and  indirect  costs.   The  reported 
expenditures  should  be  supported  by  the  state's  accounting 
records.    In  the  following  instances,  the  department  did  not 
allocate  expenditures  accumulating  in  the  JTPA  Title  HA  Pro- 
gram to  two  other  grant  programs  which  actually  received  the 
benefits  of  these  expenditures.    Recording  this  allocation  of 
expenditures  would  have  more  accurately  reported  financial 
activity  in  the  three  grant  programs  on  the  state's  accounting 
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records  and  the  Schedule  of  Federal  Financial  Assistance  in 
fiscal  year  1989-90.    The  overstatements  (understatements) 
appear  below. 


CFDA  # 


17.250 

17.802 

17.246 

Assistance  Type 
JTPA  Title  IIA 
Veterans  Title  IV  C 
JTPA  Title  III 


Misstatement 
$  86,953 
(3,575) 
(83,378) 


A  department  budget  officer  said  the  classification  difference 
resulted  from  the  allocation  of  administrative  costs.   The  depart- 
ment allocates  certain  administrative  costs  to  each  federal  assist- 
ance category  on  a  quarterly  basis.    Department  personnel  did 
not  perform  the  allocation  for  the  last  quarter  of  the  fiscal  year. 
The  officer  said  an  allocation  of  costs  at  fiscal  year-end  would 
include  most  but  not  all  costs  since  the  final  amount  may  not  be 
known.    However,  the  department  could  improve  the  accuracy 
of  the  Schedule  of  Federal  Financial  Assistance  and  the  state's 
accounting  records  by  allocating  costs  at  year-end.   The  depart- 
ment's reports  to  the  federal  government  for  the  grants  included 
proper  allocation  of  costs. 


Recommendation  #11 

We  recommend  the  department  estimate,  allocate,  and 
record  administrative  costs  between  federal  programs  at 
fiscal  year-end. 


Slate  Compensation 
Mutual  Insurance  Fund 


State  Fund  Rate  Process 


Section  39-71-2316(6),  MCA,  requires  State  Fund  to  "adopt 
classifications  and  charge  premiums  for  the  classifications  so 
that  the  state  fund  will  be  neither  more  nor  less  than  self- 
supporting."  The  law  also  states  the  State  Fund  shall  use  the 
classifications  of  employment  adopted  by  the  National  Council 
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on  Compensation  Insurance  (NCCI)  and  the  corresponding  rates 
as  a  basis  for  setting  its  own  rates. 

We  reviewed  documentation  related  to  fiscal  year  1990-91  rates 
for  the  State  Fund.   The  documents  included  material  pro\  ided 
by  officers  of  the  State  Fund  and  their  consulting  actuary.   The 
State  Fund  used  its  class  code  rates  from  the  previous  year 
adjusted  for  the  experience  of  State  Fund  insured  as  a  basis  for 
the  fiscal  year  1990-91.    State  law  requires  the  use  of  NCCI 
rates  as  a  basis  for  setting  State  Fund  rates.    According  to  a  State 
Fund  official,  State  Fund  used  NCCI  rates  as  a  basis  for  estab- 
lishing rates  for  new  class  codes.   State  Fund  based  these  class 
codes  on  NCCI  rates  until  State  Fund  had  sufficient  experience 
in  the  code  from  which  to  establish  rates.   State  Fund  proce- 
dures did  not  document  the  relationship  between  class  code  rates 
based  on  State  Fund  experience  and  NCCI  rates. 

In  addition.  House  Bill  2,  enacted  by  the  May  1990  Special 
Session  and  effective  July  1,  1990,  stated  the  rates  must  be 
adopted  using  a  process  set  forth  in  rules  approved  under  the 
Administrative  Procedures  Act.   State  Fund  did  not  have 
approved  procedures  in  place  when  the  State  Fund  Board  of 
Directors  adopted  fiscal  year  1990-91  rates.    State  Fund  officials 
said  an  accelerated  rate  making  process  was  necessary  in  order 
to  get  new  rates  in  effect  by  July  I,  1990,  the  beginning  of  the 
fiscal  year.    In  addition.  State  Fund  officials  noted  the  premium 
revenue  increase  calculated  by  the  actuary  coincided  with  the 
rate  of  premium  revenue  increase  used  to  build  the  class  code 
rate  schedule  for  fiscal  year  1990-91.    However,  to  comply  with 
the  provisions  of  House  Bill  2,  State  Fund  should  adopt  rules 
governing  the  rate  making  process.   State  Fund  officials  filed 
rules  governing  the  rate  making  process  with  the  Secretary  of 
State  in  February  1991. 
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Recommendation  #12 

We  recommend  the  State  Fund: 

A.  Establish  and  follow  rules  for  its  rate  setting  process 
as  required  by  state  law. 

B.  Document  the  NCCI  rates  as  a  basis  for  State  Fund 
rates  as  required  by  state  law. 


Payroll  Tax  Investment  State  Fund  personnel  receive  and  record  collections  of  the  tax  on 

the  payroll  of  individuals  covered  by  workers'  compensation. 
State  law  establishes  an  account  in  the  Special  Revenue  Fund  for 
payroll  tax  receipts.   Section  39-71-2504(2),  MCA,  appropriates 
these  moneys  to  the  State  Fund  to  reduce  the  funding  deficiency 
discussed  on  page  3  of  this  report.   Section  39-71-2320,  MCA, 
states  the  interest  on  money  belonging  to  the  State  Fund  should 
be  used  for  operation  of  the  State  Fund.   State  Fund  officials 
must  transfer  the  payroll  tax  proceeds  from  the  Special  Revenue 
Fund  to  the  State  Fund  account  and  notify  the  Board  of  Invest- 
ments on  a  timely  basis  to  maximize  investment  income  to  the 
State  Fund.    Until  the  payroll  tax  moneys  are  transferred  to  the 
State  Fund  account,  State  Fund  cannot  draw  interest  on  these 
moneys. 

We  found  State  Fund  accountants  did  not  promptly  transfer 
payroll  tax  collections  from  the  Special  Revenue  Fund  to  the 
State  Fund  account.   The  tax  collections  accumulated  as  treasury 
cash  in  the  Special  Revenue  Fund.    Income  on  investment  of 
treasury  cash  goes  to  the  General  Fund.    As  a  result,  we  estimate 
the  State  Fund  did  not  receive  $73,000  and  $304,000  in  interest 
income  in  fiscal  years  1988-89  and  1989-90,  respectively. 

Under  provisions  of  House  Bill  2,  passed  in  the  1990  Special 
Session,  payroll  tax  revenue  should  be  transferred  to  an  account 
in  the  Expendable  Trust  Fund  for  payment  of  pre-July  1,  1990 
claims.    Although  the  Department  of  Revenue  assumes 

Page  21 


Findings  and  Recommendations 


responsibility  for  payroll  tax  collection  on  July  1,  1991,  State 
Fund  should  work  with  the  Department  of  Revenue  to  ensure 
payroll  tax  collections  are  transferred  and  invested  to  the  appro- 
priate State  Fund  account  in  a  timely  manner. 


Recommendation  #13 

We  recommend  the  State  Fund  implement  procedures  to 
ensure  prompt  transfer  and  investment  of  payroll  tax 
receipts. 


State  Fond  Cash  Con- 
trols 


The  existence  of  internal  controls  is  an  integral  part  of  any 
organization's  ability  to  safeguard  assets,  verify  accuracy  and 
reliability  of  accounting  data,  and  promote  efficiency.   The  next 
two  report  sections  and  the  two  sections  related  to  electronic 
data  processing  on  pages  25  through  28  address  control  weak- 
nesses we  noted  which  increase  the  risk  of  loss  or  misuse  of 
State  Fund  assets. 


Cash  Receipts 


Cashiers  restrictively  endorse,  validate,  and  prepare  bank 
deposit  tickets  for  all  checks  received.   The  cashiers  also  access 
employer  payroll  tax  data  in  the  State  Fund's  receivable  system 
and  adjust  employer  accounts.    When  the  same  employee  has  the 
authorization  to  access  and  change  both  cash  and  receivable 
records,  the  records  can  be  adjusted  to  cover  shortages.   Good 
management  controls  and  Montana  Operations  Manual  2-1200.00 
require  segregation  of  cash  handling  and  record  keeping  duties. 


A  State  Fund  official  stated  all  personnel,  including  cashiers, 
need  access  to  payroll  tax  system  data  to  assist  employers  when 
they  call.    Limited  availability  of  staff  makes  it  inefficient  to 
restrict  the  duties  of  the  cashiers  to  solely  handling  cash,  the 
official  said. 
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By  restricting  the  types  of  transactions  the  cashiers  are  allowed 
to  perform  on  an  employer's  account,  the  State  Fund  can 
prevent  possible  misappropriation  of  cash.    If  the  access  granted 
cashiers  did  not  allow  the  cashiers  to  alter  receivables  data, 
cashiers  could  provide  customer  assistance  without  compro- 
mising asset  security. 


Recommendation  #14 

We  recommend  the  State  Fund  segregate  cash  handling 
duties  from  personnel  with  the  ability  to  access  and  alter 
employer  accounts  in  the  database. 


Timeliness  of  Deposits  The  State  Fund  receives  refunds  of  compensation  and  medical 

payments  for  various  reasons.    Prior  to  depositing  these  checks 
or  canceling  returned  state  warrants,  personnel  review  the 
related  case  file  to  ensure  the  money  belongs  to  State  Fund. 
Some  checks  and  warrants  remain  in  a  file  drawer  for  more  than 
a  month  while  the  case  review  proceeds. 

We  determined  State  Fund  employees  did  not  deposit  $27,233  in 
state  warrants  connected  with  refunds  pending  case  review.    In 
addition,  we  observed  $176,873  in  checks  from  other  sources, 
primarily  the  payroll  tax,  which  had  not  been  deposited  in  a 
timely  manner.   State  policy  requires  State  Fund  to  deposit 
receipts  daily  when  collections  exceed  $500. 

State  Fund  can  improve  security  over  refunds  by  depositing 
checks  in  an  uncleared  collections  account.   This  procedure  will 
permit  timely  deposit  in  compliance  with  state  policy  and  lessen 
the  potential  for  loss  or  theft  while  personnel  investigate  the 
reasons  for  the  return. 
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Recommendation  #15 

We  recommend  the  State  Fund  deposit  returned  and  refund 
checks  according  to  state  policy. 


Accounting  Records  Financial  information  of  the  State  Fund  is  used  by  fund  offi- 

cials, the  State  Fund  Board  of  Directors,  and  legislators  to 
manage,  set  policy  for,  and  analyze  the  operations  of  the  fund. 
The  State  Fund  uses  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  to  record  its  financial  activity.   Section  17-1- 
102(4),  MCA,  indicates   "all  state  agencies.  .  .shall  input  all 
necessary  transactions  to  the  accounting  system.  .  .before  the 
accounts  are  closed  at  the  end  of  the  fiscal  year  in  order  to 
present  the  receipt,  use,  and  disposition  of  all  money  and 
property  for  which  the  agency  is  accountable  in  accordance  with 
generally  accepted  accounting  principles  (GAAP)."   We  noted 
the  following  instances  where  the  amounts  the  State  Fund 
recorded  on  SBAS  did  not  comply  with  generally  accepted 
accounting  principles.   State  Fund  officials  indicated  amounts 
presented  in  the  State  Fund's  annual  report  had  been  adjusted  to 
correct  these  instances. 

State  Fund  accounting  personnel  transferred  fixed  assets  to  the 
Enterprise  Fund  to  comply  with  changes  in  state  law.     The 
accounting  procedures  used  by  State  Fund  personnel  resulted  in 
recording  the  transferred  assets  at  a  net  value  of  zero  in  the 
Enterprise  Fund.    As  a  result,  State  Fund  understated  assets  and 
fund  balance  on  SBAS  by  $794,500  at  June  30,  1990. 

The  consulting  actuary  estimated  the  June  30,  1990  past  claims 
liability  while  preparing  the  analysis  for  setting  the  fiscal  year 
1990-91  rates.   State  Fund  did  not  increase  the  past  claims 
liability  account  by  $12,851,000  on  SBAS  to  reflect  this  estimate. 
For  SBAS  to  be  in  accordance  with  general  accepted  accounting 
principles,  State  Fund  should  record  the  liability  at  the  most 
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current  estimated  value  available  at  fiscal  year-end.    According 
to  State  Fund  management,  State  Fund  adjusted  the  past  claims 
liability  on  SBAS  in  October  1990  using  the  actuarial  valuation 
developed  for  the  State  Fund's  annual  report.    As  a  result  of  this 
valuation,  State  Fund  increased  the  estimated  claims  liability  by 
$29,034,000.    By  using  the  best  available  estimate,  State  Fund 
records  at  fiscal  year-end  would  have  been  more  accurate. 

State  Fund  accountants  overstated  receivables  and  payables  by 
$6,625,291  in  the  Enterprise  Fund  in  fiscal  year  1989-90.   The 
overstatement  resulted  from  improper  coding  of  a  transaction. 
A  State  Fund  official  attributed  the  overstatement  to  human 
error. 


Recommendation  #16 

We  recommend  the  State  Fund  ensure  financial  activity  is 
recorded  on  the  state's  accounting  records  in  accordance 
with  state  law. 


Electronic  Data 
Processing  Access 
Controls 


The  State  Fund  operates  an  Employer  Premium  and  Payroll  Tax 
System.    We  reviewed  electronic  access  controls  established  for 
the  critical  applications  of  the  system.    Access  controls  are 
physical  and  electronic  safeguards  designed  to  ensure  computer 
system  resources  are  properly  used.   Access  controls  consist  of 
input  controls  instituted  by  the  State  Fund  for  each  application 
as  well  as  access  controls  governed  by  the  state's  mainframe 
computer  security  software.    During  our  audit,  we  noted  areas 
where  security  over  programs  and  data  can  be  improved.   The 
following  weaknesses  increase  the  potential  for  unauthorized  use 
or  destruction  of  State  Fund  data  and  programs. 
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Physical  Security  State  Fund  processes  most  of  its  critical  applications  on  the 

state's  mainframe  at  the  Department  of  Administration.   The 
fund  also  processes  one  critical  application,  wage  loss  benefit 
checks,  on  its  own  minicomputer.   To  ensure  processing  capabil- 
ities during  a  disaster  or  hardware  malfunction,  the  agency 
purchased  a  second  identical  minicomputer.    A  State  Fund 
official  said  the  State  Fund  intends  to  transfer  critical  applica- 
tions to  the  computer  which  remains  functional. 

During  audit  work,  we  noted  the  two  minicomputer  units  are  in 
a  ground  floor  room  with  an  outside  window.   The  State  Fund 
has  not  installed  smoke  or  water  detectors,  an  intruder  alarm 
system,  or  a  raised  floor  in  the  computer  room.    Both  mini- 
computers are  on  the  same  electrical  circuit.   Section  2-15- 
114(3),  MCA,  requires  each  department  director  to  ".  .  .  imple- 
ment appropriate  cost-effective  safeguards  to  reduce,  eliminate, 
or  recover  from  identified  threats  to  data  and  information 
technology  resources." 

The  State  Fund  has  not  documented  its  performance  of  internal 
evaluations  of  security  over  data  processing  resources  as 
required  by  section  2-15-1 14(4),  MCA.    By  evaluating  the 
general  controls  over  the  data  processing  function,  State  Fund 
can  identify  and  correct  deficiencies  in  these  controls.   State 
Fund  personnel  indicated  they  consider  disaster  recovery  to  be  a 
high  priority,  but  other  data  processing  functions  have  a  higher 
priority.    Physical  security  over  hardware  is  essential  to  prevent 
interruption  in  the  processing  of  applications.   To  ensure  con- 
tinuity of  operations,  State  Fund  should  perform  internal  secu- 
rity evaluations  and  develop  an  adequate  disaster  recovery  plan. 
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Recommendation  #17 

We  recommend  the  State  Fund: 

A.  Perform  an  internal  security  evaluation. 

B.  Develop  adequate  disaster  recovery  procedures  based 
upon  the  results  of  the  internal  security  evaluation. 


Access  Limits  In  January  1990,  the  Division  of  Workers'  Compensation  (DWC) 

reorganized.    During  this  change,  some  DWC  employees 
remained  with  the  Department  of  Labor,  while  others  became 
affiliated  with  the  State  Fund.    From  our  review  of  the 
computer  security  rules,  we  noted  that  two  of  the  transferred 
employees  retained  access  allowing  them  to  add  to  or  delete 
programs  or  data  sets  for  the  State  Fund's  critical  applications. 

To  maintain  adequate  controls,  access  to  data  files  and  programs 
should  be  limited  to  those  individuals  authorized  to  process  or 
maintain  particular  systems.   Allowing  access  to  outside  agencies 
increases  the  risk  of  loss  or  damage  to  programs  and  data. 
Agency  personnel  indicated  these  individuals  needed  access  to 
certain  information  to  perform  their  job  duties,  even  though 
these  individuals  were  no  longer  employees  of  the  State  Fund. 
We  found  the  individuals  had  access  to  all  State  Fund  programs, 
not  just  those  needed  in  their  jobs.    We  believe  the  level  of 
access  should  be  limited  to  the  level  needed  to  perform  the  job 
duties. 


Security  Officer  Function  An  agency  using  the  state's  mainframe  security  software  for  its 

data  processing  system  designates  a  security  officer.    A  security 
officer  assigns  and  authorizes  access  to  data  and  system 
programs.   The  security  system  limits  access  and  maintains  a 
record  of  who  accesses  or  changes  the  data  or  programs. 
Management  can  monitor  access  through  the  system.    However, 
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when  data  processing  personnel  control  the  security  access  to  a 
system,  authorized  program  changes  can  be  made  and  concealed 
through  changes  in  the  security  system. 

The  State  Fund  assigned  the  security  officer  function  to  two 
individuals  in  its  data  processing  operations  section.   Security 
officers  should  be  independent  of  the  data  processing  function. 
An  operations  employee  with  the  security  officer  function  can 
change  programs  and  data  and  run  the  programs.   These  func- 
tions should  be  segregated  to  ensure  adequate  controls  over  the 
system.   State  Fund  personnel  indicated  it  was  necessary  for  the 
security  officer  to  have  some  knowledge  of  the  operating 
system.   We  believe  the  security  officer  function  requires  no 
operations  capabilities.   The  security  officer  only  needs  to  be 
able  to  write  and  read  security  rules.   System  security  can  be 
strengthened  by  designating  and  training  an  individual  indepen- 
dent of  the  data  processing  function  to  perform  security  officer 
duties. 


Recommendation  #18 

We  recommend  the  State  Fund: 

A.  Limit  outside  agency  access  to  critical  applications. 

B.  Appoint  an  individual  independent  of  the  data 
processing  function  as  security  officer  and  provide 
security  software  training  to  that  individual. 
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Summary  of  Indepen-  The  auditor's  opinion  issued  in  this  report  is  intended  to  convey 

dent  Auditor's  Report  to  the  reader  of  the  financial  schedules  the  degree  of  reliance 

which  can  be  placed  on  the  amounts  presented. 

The  qualified  opinion  on  the  Schedule  of  Changes  in  Fund 
Balance,  the  revenue  schedules  for  fiscal  years  ended  June  30, 
1990  and  June  30,  1989  and  the  Schedule  of  Program  Expendi- 
tures and  Transfers  -  Out  By  Object  and  Fund  for  the  fiscal 
year  ended  June  30,  1990  indicates  the  reader  of  the  financial 
schedules  should  use  caution  when  using  the  financial  informa- 
tion from  these  schedules.   The  schedules  are  misstated  because 
the  department  misclassified  revenues  in  the  Expendable  Trust 
Fund  (paragraph  four  of  the  opinion  letter),  improperly 
recorded  revenue  in  the  Expendable  Trust  Fund  instead  of  the 
Special  Revenue  Fund  (paragraph  five  of  the  opinion  letter)  and 
understated  Enterprise  Fund  expenditures  by  $12,851,000  (para- 
graph six  of  the  opinion  letter). 

The  opinion  on  the  Schedule  of  Budgeted  Program  Expenditures 
and  Transfers-Out  By  Object  and  Fund  for  the  fiscal  year  ended 
June  30,  1989  indicates  the  schedule  is  fairly  stated  in  all 
material  respects  and  the  user  of  this  SBAS  information  can  rely 
on  the  information  presented. 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A. SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^itxtt  xxf  tta  ^kxjislaiite  ^ubitixt 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


We  have  audited  the  financial  schedules  of  the  Montana  Department  of 
Labor  and  Industry  for  each  of  the  two  fiscal  years  ended  June  30,  1989  and  1990 
including  the  operations  of  the  State  Compensation  Mutual  Insurance  Fund 
through  June  30,  1990  as  shown  on  pages  33  through  42.    The  information  con- 
tained in  these  schedules  is  the  responsibility  of  the  department's  and  fund's 
management.    Our  responsibility  is  to  express  an  opinion  on  those  financial 
schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.    Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  schedules.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  schedule  presentation.    We 
believe  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1,  the  department's  financial  schedules  are  prepared 
in  accordance  with  state  accounting  policy  and  are  not  intended  to  be  a  presenta- 
tion in  conformity  with  generally  accepted  accounting  principles. 

The  department  recorded  interest  on  Montana's  balance  in  U.S.  Unemploy- 
ment Trust  Fund  as  federal  assistance  instead  of  investment  earnings.    In  addition, 
the  department  recorded  reimbursements  of  unemployment  benefits  paid  to  fed- 
eral employees  as  premium  contributions  instead  of  federal  assistance.    As  a  result, 
investment  earnings  was  understated  by  $4,800,337  and  $6,439,414,  federal  assis- 
tance was  overstated  by  $1,731,337  and  $3,459,414,  and  contributions  and 
premiums  was  overstated  by  $3,069,000  and  $2,980,000  in  the  Expendable  Trust 
Fund  in  fiscal  years  1988-89  and  1989-90,  respectively. 
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The  department  has  recorded  revenue  from  the  job  service  tax  in  the 
Expendable  Trust  Fund  instead  of  the  Special  Revenue  Fund  as  specified  in 
section  39-51-404,  MCA.    As  a  result,  fund  balance  at  July  1,  1988  in  the  Special 
Revenue  Fund  was  understated  and  in  the  Expendable  Trust  Fund  was  overstated 
by  $2,219,365.    Expendable  Trust  Fund  revenue  was  overstated  by  $2,034,840  and 
$522,644,  Special  Revenue  Fund  revenue  was  understated  by  $1,869,020  and 
$522,644  for  fiscal  years  1988-89  and  1989-90,  respectively. 

The  fund  did  not  adjust  the  past  claim  liability  recorded  on  the  Statewide 
Budgeting  and  Accounting  System  at  June  30,  1990  based  on  the  most  recent 
actuarial  valuation.    As  a  result,  fiscal  year  1989-90  Enterprise  Fund  expenditures 
are  understated  by  $12,851,000. 

In  our  opinion,  except  for  the  effect  of  the  matters  discussed  in  paragraphs 
4  through  6,  the  Schedule  of  Changes  in  Fund  Balance  for  the  two  years  ended 
June  30,  1990,  Schedule  of  Revenue  and  Transfers  In  -  Estimate  and  Actual  for 
the  fiscal  year  ended  June  30,  1990,  Schedule  of  Budgeted  Revenue  and  Transfers 
In  -  Estimate  and  Actual  for  the  fiscal  year  ended  June  30,  1989,  and  the  Schedule 
of  Program  Expenditures  and  Transfers  Out  By  Object  and  Fund  -  Budget  and 
Actual  for  the  fiscal  year  ended  June  30,  1990  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fund  balance  of  the  Department 
of  Labor  and  Industry,  in  conformity  with  the  basis  of  accounting  described  in 
Note  1. 

In  our  opinion,  the  Schedule  of  Budgeted  Program  Expenditures  and 
Transfers  Out  by  Object  and  Fund  -  Budget  and  Actual  for  the  fiscal  year  ended 
June  30,  1989  presents  fairly,  in  all  material  respects,  the  results  of  operations  and 
changes  in  fund  balance  of  the  Department  of  Labor  and  Industry,  in  conformity 
with  the  basis  of  accounting  described  in  Note  1. 

As  disclosed  in  Note  2  to  the  financial  schedules,  the  structure  of  the 
entity  changed  January  1,  1990,  midway  through  fiscal  year  1989-90. 


espectfully  submitted, 


Am$r 


imes  Gillett,  CPA 

Deputy  Legislative  Auditor 


September  29,  1990 
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DEPARTMENT  OF  LABOR  AND  INDUSTRY  AND  STATE  COMPENSATION  MUTUAL  INSURANCE  FUND 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCE 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1990 


Debt       Internal 
General      Special      Service       Service   Expendable      Enterprise 
Fund     Revenue  Fund      Fund         Fund     Trust  Fund        Fund 


FUND  BALANCE,  July  1,  1988 


J)   $   (61.489) 


_0    $   (1.101)  $105.297.471 


ADDITIONS 


Fiscal  Year  1988-89 

Budgeted  Revenue  &  Transfers  In 

Nonbudgeted  Revenue  &  Transfers  In 

Prior  Year  Revenue  Adjustments 

Prior  Year  Revenue 

Cash  Transfers  In 

Support  from  State  of  Montana 

Prior  Year  Expenditure  Adjustments 

Prior  Year  Transfer  In  Adjustment 

Fiscal  Year  1989-90 
Fund  Balance  Adjustment 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue 
Cash  Transfers  In 
Direct  Entries  to  Fund  Balance 
Support  from  State  of  Montana 
Prior  Year  Expenditure  Adjustment 
Prior  Year  Transfer  In  Adjustment 
Prior  Year  Transfers  In 
TOTAL  ADDITIONS 


301,913 

49,952,715 

59,993 

38,553 

108,642 

511 

431,496 

1,690,985 

132,580 
(132) 

(80,700) 

178,216 

32 

,549,845 

56,186 

27,945 

1 

,437,570 

1,048,426 

43,597 

73,604 
9,636 

3.379.316 

84 

.682,265 

151,918 


2,495,694         57,619,264 
105,931,607 


2,729 


148,875 


25 


39,731 


213,415,467 

2,411,530         53,773,057 

1,296,122 


4,253,537 


300,793  4.909,978       436,328,785 


$(213,334,767) 
52,100,306 
78,748,603 

3,550 


11.160 
(82,471.148) 


REDUCTIONS 


Fiscal  Year  1988-89 

Budgeted  Expenditures  and  Transfers  Out 

Nonbudgeted  Expenditures  and  Transfers  Out 

Nonbudgeted  Prior  Year  Expenditure  Adjustment 

Prior  Year  Expenditures 

Prior  Year  Expenditure  Adjustments 

Direct  Entries  to  Fund  Balance 

Prior  Year  Revenue  Adjustments 
Prior  Year  Transfer  Out  Adjustment 
Nonbudgeted  Prior  Year  Transfer  Out  Adjustment 


2,041,884    50,340,537 


11,007 


39,731 

11,572 

84,051 


2,495,694 
151,918  145,807,493 

(516,032) 


265,430,000 
1,628     1,012,924 
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Fiscal  Year  1989-90 

Budgeted  Expenditures  and  Transfers  Out 
Nonbudgeted  Expenditures  and  Transfers  Out 
Nonbudgeted  Prior  Year  Expenditure  Adjustment 
Prior  Year  Expenditures 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 
Prior  Year  Revenue  Adjustment 
Cash  Transfer  Out 

Nonbudgeted  Prior  Year  Transfer  Out  Adjustment 
TOTAL  REDUCTIONS 

FUND  BALANCE,  JUNE  30,  1990 


1,326,425    32,420,622 


15,688 


463,162 


3,379.316    83.375.363 


2,415,158 
148,875  40,058,329 


25 


1,180,436 
3,550 


.0   $  1.245.413 


300.793 
$ 0 


4.912.505   452.976.833 
$   (3.628)  $  88.649.423 


48,220,109 
54,726,631 
(713,733) 

10,794 

4,308,416 

3,078,949 

1,601,930 

(161.356) 

111.071. 740 

$(193.542.888) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
financial  schedules  on  pages  38  through  42. 


Additional  information  is  provided  in  the  notes  to  the 
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DEPARTMENT  OF  LABOR  &  INDUSTRY  AND  STATE  COMPENSATION  MUTUAL  INSURANCE  FUND 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

EXPENDABLE  TRUST  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


SCHEDULE  OF  REVENUE  &  TRANSFERS  IN  -  ESTIMATE 

&  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE 

30.  1990 

Federal 

Licenses 
and 

. 

Charges 
For 

Investment 

Indirect       Sale  of 
Fines  &       Cost       Documents  & 

Contributions 

Other 
Financing 

Permits 

Taxes 

Services 

Earnings 

Forfeits    Recoveries     Merchandise 

and  Premiums 

Mi  see  I laneous 

Sources 

Federal 

Total 

$  514,805 

$ 

514,805 

178.216 

178.216 

$1,099,000 
1.351.749 

$  325,000 

209.367 

$  1,986,247 
2.395.093 

$(336,589) 

$  4,843,483 
1.639.672 

$27,587,107 
26.919.380 

$ 
$ 

(336.589) 

$27,500 
34.584 

$   4,000 
0 

35,872,337 
32.549.845 

$  7,084 

$  252.749 

$(115,633) 

$    408,846 

$  (4.000) 

$(3,203,811) 

$  (667.727) 

$   158,000 
148.875 

$ 
$ 

(3.322.492) 

158,000 
148.875 

$2,660,281     $  3,500 

$    (9.125) 

$ 
$ 

(9.125) 

2,663,781 

2.411.530         0 

2.411.530 

$  (248,751)    $(3,500) 

$ 

<252,251) 

$  59,200,000 

$  1,200,000 

$  60,400,000 

47,333,643 

6.439.414 

53.773.057 

$(11,866,357) 

$  5.239.414 

$ 

(6.626,943) 

ENTERPRISE  FUNDS 

Operations: 
Estimated  Revenue 
Actual  Revenue 
Col  lections  Over 
(Under)  Estimate 


$13,090,000   $       0 
13.118.779      19.051 


28.779 


19.051 


$       0 

3.869.234 


$3.869.234 


$  45,000,000 
93,795^170 


$  48,795.170 


$      0 
43.796 

$  43.796 


$14,958,000 
20.002.822 

$  5.044.822 


$  73,048,000 
130.848.852 


$  57.800.852 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  38  through  42. 
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DEPARTMENT  OF  LABOR  AND  INDUSTRY 


GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

DEBT  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

EXPENDABLE  TRUST  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


SCHEDULE  OF  BUDGETED  REVENUE 

&  TRANSFERS  IN 

-  ESTIMATE  &  ACTUAL 

FOR 

THE  FISCAL  YEAR  ENDED  JUNE 

30.  1989 

L  i censes 

and 
Permits 

Taxes 

Charges 

for 
Services 

Fines  & 
Forfeits 

Federal 

Indirect 

Cost 

Recoveries 

Sale  of 
Documents  & 
Merchandise 

Contributions 
and  Premiums 

Mi  see  I laneous 

$   514,805 
301.913 

$  (212.892) 

Other 

F  i  nanc  i  ng 

Sources 

$34,750 
34,203 

$12,000,000 
12.991,267 

$890,000 
889.045 

$  450,000 
78.304 

$   350,000 
350.000 

$  1,603,346 
361 

$7,590,000 
7.840.204 

$  (547) 

$   991.267 

$   (955) 

$(371 ,696) 

$       0 

$(1,602,985) 

$  250.204 

$2,537,249 
2.495.694 

$     (41.555) 


$  3,500 
0 


Federal       Total 

$   514,805 
301.913 

$  (212.892) 


$27,814,796   $50,732,892 
27.769.331    49.952.715 

$   (45.465)  $  (780.177) 


$   169,000   $   169,000 
151.918      151.918 

$   (17.082)  $   (17.082) 


$  2,540,749 
2.495.694 

$   (45.055) 


$59,200,000 
52.818.927 

$(6.381.073) 


$  1,200,000   $60,400,000 
4.800.337    57.619.264 

$  3.600.337   $(2.780.736) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  i 


s  provided  in  the  notes  to  the  financial  schedules  on  pages  38  through  42. 
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PERSONAL   SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Personal   Services  Other 
Total 


Job 
Service 
Division 

$  6,941,821 

1,552,044 

0 

8,493^865 


DEPARTMENT  OF  LABOR  &  INDUSTRY  AND  STATE  COMPENSATION  MUTUAL  INSURANCE  FUND 

SCHEDULE  OF  PROGRAM  EXPENDITURES  AND  TRANSFERS  OUT 

BY  OBJECT  AND  FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1990 


Unemployment 
Insurance 

$  1,570,064 

50 

357,553 

0 

1,927,667 


Commissioner 

Centralized    Employment 
Services     Relations 


$1,802,630 

390,200 

0 

2.192.830 


$1,402,290 

7,175 

330,327 

0 

1,739,792 


Legal 
Services 
Division 

$410,976 

83,904 

0 

494.880 


Employment 
Policy    Human  Rights 
Division    Division 


$1,095,464 

19,625 

235,627 

0 

1.350.716 


$221,808 

4,650 

49,587 

0 

276,045 


Workers'  Job  Training 

Compensation  Partnership 
Judge        Act 

$193,656 


37,261 

0 

230.917 


Employment  & 

Trng  -  Food 

Stamps 


Total 
DOL1 

$13,638,709 

31,500 
3,036,503 

0 

16.706.712 


State 

Compensation 

Mutual 
Insurance  Fund 

%     3,260,508 

0 

751,306 

349.083 

4.360.897 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Conmuni  cat  ions 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


525,859 

356,728 

208,511 

223,530 

32,589 

230,215 

18,157 

20,780 

201,501 

26,856 

197,804 

67,492 

57,246 

86,122 

21,110 

5,671 

386,799 

61,416 

33,360 

159,166 

23,000 

50,824 

22,648 

7,655 

187,539 

58,471 

84,170 

98,877 

8,841 

146,265 

26,365 

13,643 

276,284 

16,134 

189,229 

20,130 

943 

14,772 

12,452 

19,582 

118,755 

377 

37 

330,930 

23,746 

66,107 

28,724 

2,746 

9,460 

2,080 

2,248 

1.342.856 

637,220 

197.937 

196.444 

78.530 

466.407 

28.704 

11.612 

3.370.523 

1.180,571 

977.495 

794.363 

203.895 

1.004,065 

131.516 

81.228 

1,616,369 

2,885,013 

663,802 

83,225 

744,868 

309,172 

624,171 

76,607 

549,526 

41,541 

119,169 

53,148 

466,041 

130,922 

2.959.710 

6.150 

7.743.656 

3.585.778 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment  101,634 

Intangible  Assets  

Total  101.634 


18,467 


18.467 


40,313 


40,313 


172,141 

4.136 

176,277 


46,788 

70 

46,858 


80,942 


80,942 


6,512 

6.512 


2,770 

2.770 


469,567 

4.206 

473.773 


177,078 
2.585 


179.663 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


32,449 
32.449 


$    809,707 

9.758.620 

10.568.327 


39,175 


39,175 


881,331 

9.758.620 

10.639.951 


BENEFITS  &  CLAIMS 
To  Individuals 
From  State  Sources 
From  Federal  Sources 
Total 

TRANSFERS 
Accounting  Entity  Transfers 
Total 

TOTAL  PROGRAM  EXPENDITURES 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 

ENTERPRISE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$11.966.022 


268,605 

251.498 

17.107 


$12,141,762 

11.714.524 

$   427.238 


3.126.705 


3,313,657 

3.126.705 

186.952 


$3.210.638 


$  984,879 

916.933 

$   67.946 


$2,587,048 

2.293,705 

$  293.343 


496,989 


496.989 


$3.207.421 


$  542,143 

507.745 
$   34.398 


$2,784,335 

2.699.676 

$      84,659 


$        3,500 
$        3.500 


$745.633 


$626,989 

624.180 

$     2.809 


$129,058 

121.453 

$     7,605 


$2.468.172 


$       32,500 

31.896 

$  604 


$2,814,702 

2.436.276 

$     378.426 


$414.073 


$259,468 

259.440 

$ 28 


$164,163 

154.633 

$     9.530 


$322,840 

314.915 

$     7.925 


101/124 


101.124 


$  11,346,023 

10.393.605 

$         952,418 


0 
39.175 


(39.175) 


496,989 
101.124 
598.113 


$314,915 

$  10.669.451 

$ 

39.175 

$36,162,205 

$    320,370 

275,846 

$     44.524 

$  1,423,086 

1.326.425 

$    96.661 

$34,499,350 

32.420.622 

$  2.078.728 


$  2,719.606 

2.415.158 

$   304.448 


93,481,869 
0 
0 


93.481 

,869 

1.338 

,533 

1.338 

,533 

$102,946 

,740 

$  55,848,899 

102.946.740 

$(47.097.841) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  38  through  42. 
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DEPARTMENT   OF   LABOR  AND    INDUSTRY 

SCHEDULE   OF   BUDGETED   PROGRAM  EXPENDITURES  AND   TRANSFERS  OUT 

BY   OBJECT   AND    FUND    -    BUDGET   AND   ACTUAL 

FOR   THE   FISCAL   YEAR   ENDED   JUNE   30,    1989 


PERSONAL   SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Cosmuni cat  ions 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


Job 

Commissioner 

Employment 

Human 

Service 

Unemployment 

Central ized 

Employment 

Policy 

Rights 

Division 

Insurance 

Services 

Relations 
$1,142,345 

Division 
$  966,568 

Division 

$  6,268,864 

$1,475,682 

$1,356,344 

$220,564 

225 

5,325 

16,975 

2,450 

1.343.612 

323.251 

286.217 

239.594 

197.231 

48.055 

7.612.476 

1.799.158 

1.642.561 

1.387.264 

1.180,774 

271.069 

467,736 

402,216 

134,476 

36,226 

209,117 

21,346 

364,794 

74,379 

225,909 

59,025 

42,622 

7,772 

356,287 

52,929 

30,810 

59,357 

42,202 

19,603 

185,031 

56,062 

43,893 

83,638 

162,105 

27,919 

253,475 

12,133 

168,248 

11,351 

14,599 

12,019 

105,601 

104 

254,778 

30,677 

58,347 

12,258 

11,497 

2,061 

1.209.836 

722.348 

102.164 

256.487 

370.494 

25.974 

Job  Training  Employment  & 

Partnership   Trng  -  Food 

Act Stamp 

$  434,454 


1,298 
128 

3,385 

203 


3.197.538   1.350.744 


763.847 


518.446 


852.636   116.694 


5.014 


95,652 
530.106 


19,278 

21,590 

23,526 

12,346 

41,730 

3,604 

14,470 

102.268 

238,812 


Administration 

$    822,600 

182.724 
1.005.324 


305,098 
27,044 
48,754 
10,826 
15,334 
47,280 
83,382 

108.160 


645.878 


State 

Insurance 
Fund 

$2,014,680 

461.406 
2,476,086 


1,287,934 

62,690 

252,647 

28,256 

25,653 

41,109 
22.726 

1-721.015 


Insurance 
Compl iance 

$  711,494 

163.935 


241,117 

11,867 

80.605 

12,049 

1,337 

9,684 

6.713 

363.372 


Safety 

and 

Health 

$518,848 

135.122 


10,081 
23,859 
20,386 
76,292 
2,877 

13,294 

4.436 

151.225 


Total 

$15,932,443 

24,975 

3,476.799 


875.429    653.970     19.434.217 


3,135,923 
921,679 
987,106 
701,802 
558,959 
156,589 
531,557 
2.931.606 
9,925,221 


EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment  227,864 

Intangible  Assets         

Total  227.864 


145,010 

745 

145,755 


89,286 


89,286 


77,726 
18.110 
95.836 


14,144 
1.025 

15.169 


6,387 

6.387 


7,641 


7.641 


17,889 
243 


18,132 


59,577 
862 

60.439 


26,143 
26,143 


37,799 

37.799 


709,466 

20.985 
730.451 


CAPITAL  OUTLAY 
Buildings 
Total 


121.065 

121.065 


121.065 

121,065 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


109.467 
109.467 


423,179 
9.006.576 
9,429, 755 


837,822 
25.563 

863,385 


1,261,001 
9.141.606 

10,402,607 


BENEFITS  &  CLAIMS 
From  Federal  Sources 
Total 


306.829 
306.829 


543.302 

543,302 


850.131 
850.131 


TRANSFERS 
Accounting  Entity 
Total 


13.414.423 

13,414,423 


13.414.423 

13.414.423 


TOTAL  PROGRAM  EXPENDITURES 


$11,268.410 


$3.295.657 


$2,495.694 


$2.001.546   $2.048.579  $394,150  $9,741,598 


$1,639.944 


$15.083.757 


$4.257.540 


$1.808.246 


$842.994    $54.878.115 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  622,676 

622.658 

$      18 


$213,377 

212.580 

$ 


797  $ 


402,946 
389,979 

12,967 


$  827,633 

767,765 

$   59,868 


$   64,583 
48,902 

$   15,681 


$  2,131,215 

2,041,884 

$    89,331 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$11,373,692 

11.268.410 

$   105.282 


$3,391,867 

3.295.657 

$   96.210 


$1,385,702 
1.378.888 


6.814 


$2,166,575  $210,536  $9,886,792 
2.048.579   181,570   9.351.619 


117.996  $  28,966  $_ 


535,173 


$  881,761 

872.179 

$    9.582 


$15,120,090 

15.083.757 

$    36.333 


$4,396,470 

4.257.540 

$  138.930 


$1,816,103 

1.759.344 

$   56,759 


$874,811 

842.994 

$  31,817 


$51,504,399 

50.340.537 

$  1.163.862 


INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


$2,537,249 

2.495.694 

$   41,555 


3,500 
0 


3,500 


$  2,540,749 

2.495.694 

$    45.055 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  38  through  42. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1990 


Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  Department  of  Labor  and  Industry  uses  the  modified 
accrual  basis  of  accounting,  as  defined  by  generally  accepted 
accounting  principles,  for  its  General,  Special  Revenue,  Debt 
Service,  and  Expendable  Trust  Funds.    The  State  Compensation 
Mutual  Insurance  Fund  (State  Fund)  uses  the  modified  accrual 
basis  of  accounting  for  its  Special  Revenue  Fund.    In  applying 
the  modified  accrual  basis,  the  department  and  State  Fund 
record: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

The  following  additional  items  are  considered  valid  obligations 
or  expenditures  under  state  accounting  policy: 

The  entire  budgeted  service  contract  even  though  the 
department  received  the  services  in  a  subsequent  fiscal  year. 

Goods  ordered  with  a  purchase  order  before  fiscal  year- 
end,  but  not  received  as  of  fiscal  year-end. 

Equipment  ordered  with  a  purchase  order  before  fiscal 
year-end. 

State  accounting  policy  also  requires  the  department  and  State 
Fund  to  record  the  cost  of  employees'  annual  leave  and  sick 
leave  when  used  or  paid. 

The  Department  of  Labor  and  Industry  uses  accrual  basis 
accounting  for  Internal  Service  Fund.    The  State  Compensation 
Mutual  Insurance  Fund  uses  accrual  basis  accounting  for  the 
Enterprise  Fund.   Under  the  accrual  basis,  the  department  and 
State  Fund  record  revenues  in  the  accounting  period  earned  if 
measurable;  they  record  expenses  in  the  period  incurred,  if 
measurable. 
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Notes  to  the  Financial  Schedules 


Basis  of  Presentation  The  financial  schedules  are  prepared  from  the  Statewide 

Budgeting  and  Accounting  System  (SBAS).    Accounts  are 
organized  in  funds  according  to  state  law,  except  as  noted  for 
State  Fund  operations.   The  department  uses  the  following 
funds: 

General  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 

Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.    Department  activity  recorded  in  this  fund  is  primarily 
related  to  federal  assistance  programs. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for 
the  payment  of  General  Long-term  Debt  Principal  and  Interest. 
Federal  assistance  funds  received  to  service  a  portion  of  the  debt 
on  the  department's  headquarters  is  accounted  for  in  this  fund. 

Internal  Service  Fund  -  to  account  for  providing  goods  or 
services  to  other  agencies  or  departments  on  a  cost- 
reimbursement  basis.   The  department  records  Centralized 
Services  Division  activity  in  this  fund. 

Enterprise  Fund  -  The  State  Fund  uses  the  Special  Revenue 
Fund  for  payroll  tax  collections  and  the  Enterprise  Fund  for  its 
other  operations.    All  State  Fund  activity  in  fiscal  year  1989-90, 
including  activity  prior  to  January  I,  1990,  is  presented  as  if  it 
occurred  in  the  Enterprise  Fund. 

Trust  -  to  account  for  assets  held  by  the  state  in  a  trustee 
capacity  or  as  an  agent  for  individuals,  private  organizations, 
other  governments  units,  and/or  other  funds.   This  includes  the 
Expendable  Trust  Funds.   The  department  accounts  for  the 
Unemployment  Insurance  program  in  this  fund. 

Budgetary  Presentation  -  the  revenue  and  expenditure  amounts 
of  State  Fund  presented  in  the  Enterprise  Fund  for  fiscal  year 
1989-90  includes  budgeted  and  nonbudgeted  activity.   The 
titles,  Schedule  of  Revenue  and  Transfer  In  -  Estimate  and 
Actual  for  the  Fiscal  Year  Ended  June  30,  1990  and  Schedule  of 
Program  Expenditures  and  Transfers  Out  by  Object  and  Fund  - 
Budget  and  Actual  for  the  Fiscal  Year  Ended  June  30,  1990, 
have  been  modified  to  omit  reference  to  budgeted  activity.   The 
revenue  and  expenditure  amount  presented  for  funds  other  than 
the  Enterprise  Fund  are  budgeted  amounts. 


Page  39 


Notes  to  the  Financial  Schedules 


2.      State  Compensation 

Mutual  Insurance  Fund 


Chapter  613  of  the  1989  Laws  of  Montana  created  the  State 
Compensation  Mutual  Insurance  Fund.    The  action  transferred, 
as  of  January  1,  1990,  the  State  Fund  and  the  payroll  tax 
accounts  from  the  Department  of  Labor  and  Industry  (DOL1)  to 
the  Department  of  Administration.    Prior  to  the  transfer,  the 
State  Fund  operations  and  payroll  tax  activity  were  accounted 
for  in  DOLI  Special  Revenue  Fund  and  Expendable  Trust  Fund. 
Beginning  January  1,  1990  the  State  Fund  operations  activity 
and  payroll  tax  were  accounted  for  in  the  Department  of 
Administration's  Enterprise  Fund  and  Special  Revenue  Fund, 
respectively. 


3.      Department 
Reorganization 


The  department  reorganized  its  functions  as  of  January  1,  1990. 
The  reorganization  primarily  involved  the  dissolution  of  the 
Workers'  Compensation  Division,  and  the  creation  of  the  Legal 
Services  Division,  and  the  addition  of  the  workers'  compensation 
court. 


Centralized  Services  Division  gained  the  audit  bureau  from  the 
Employment  Relations  Division  and  administrative  support  from 
the  Workers'  Compensation  Division.    The  Legal  Services  Divi- 
sion received  the  workers'  compensation  hearings  function  from 
the  Workers'  Compensation  Division,  unemployment  insurance 
appeals  and  personnel  appeals  function  from  Employment  Rela- 
tions Division,  and  legal  services  from  Centralized  Services 
Division.   The  statistics  unit  from  the  Workers'  Compensation 
Division  was  moved  to  the  Employment  Policy  Division  and  the 
Insurance  Compliance  and  Safety  Bureaus  from  the  Workers' 
Compensation  Division  were  moved  to  the  Employment 
Relations  Division. 


Old  Fund  and  New 
Fund 


House  Bill  2  of  the  May  1990  Special  Session  separated  the 
liability  of  the  state  workers'  compensation  insurance  fund  based 
on  whether  the  liability  arises  from  claims  for  injuries  resulting 
from  accidents  that  occurred  before  or  after  July  1,  1990.   The 
legislation  establishes  separate  funding  and  accounts  for  claims 
occurring  before  July  1,  1990,  referred  to  as  the  old  fund,  and 
claims  occurring  on  or  after  July  1,  1990  referred  to  as  the  new 
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fund.   The  financial  information  presented  in  the  Enterprise 
Fund  represents  the  old  fund  activity. 


Transfers 


The  State  Fund  transferred  $12,976,505  in  payroll  tax  moneys 
from  the  Special  Revenue  Fund  payroll  tax  entity  to  its 
operations  accounts  in  fiscal  year  1989-90. 


Enterprise  Fund  nonbudgeted  expenditures  and  transfers  out 
and  budgeted  revenue  and  transfers  in  on  the  Schedule  of 
Changes  in  Fund  Balance  have  both  been  reduced  by  $4,963,295 
to  eliminate  transfers  between  entities  consolidated  in  the 
Enterprise  Fund  for  State  Fund  presentation.    The  corresponding 
Enterprise  Fund  column  and  row  on  the  fiscal  year  1989-90 
Schedule  of  Expenditures  and  Schedule  of  Revenue, 
respectively,  show  similar  reductions. 


Annual  and  Sick  Leave 


Employees  at  the  department  and  State  Fund  accumulate  annual, 
sick  and  compensatory  leave.   The  department  pays  employees 
for  100  percent  of  unused  annual  and  25  percent  of  unused  sick 
leave  credits  upon  termination.    Accumulated  unpaid  liabilities 
for  annual  and  sick  leave  are  not  reflected  in  accompanying 
financial  schedules.   The  department  absorbs  expenditures  for 
termination  pay  in  its  annual  operational  costs.    At 
June  30,  1989  the  department  had  a  liability  of  $1,933,343.    At 
June  30,  1990  the  DOL1  and  State  Fund  liabilities  were 
$1,849,616  and  $349,083,  respectively. 


7.      Building 


The  1981  Legislature  appropriated  funds  for  the  construction  of 
a  Workers'  Compensation  building.    Annual  payments  on  the 
building  are  expensed  in  the  division's  operating  budgets.   The 
annual  payments  for  fiscal  year  1988-89  and  1989-90  were 
$431,337  and  $430,512,  respectively.    As  of  July  1,  1990,  the 
State  Fund  transferred  the  value  of  the  building  from  its  records 
to  the  Department  of  Administration,  which  owns  most  other 
state  buildings  and  charges  agencies  rent  for  their  use.    Under 
the  agreement  with  the  department,  the  State  Fund  will  pay  all 
costs  associated  with  the  building,  including  utilities,  debt 
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service,  janitorial  services,  and  maintenance  in  lieu  of  paying 
rent. 


8.      Funding  Deficiency 


The  State  Compensation  Mutual  Insurance  Fund  had  a  funding 
deficiency  related  to  past  claims  of  $221,868,957  at  June  30, 
1990.    House  Bill  2,  enacted  during  the  May  1990  special 
legislative  session  extended  the  tax  on  workers'  compensation 
payroll  until  the  year  2020  the  fund  these  claims.    In  addition, 
the  legislature  authorized  loans  from  State  Fund  current 
operations  at  7.5  percent  to  pay  costs  associated  with  pre- July  1, 
1990  claims. 
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DEPARTMENT  OF  LABOR   AND   INDUSTRY 
COMMISSIONER'S  OFFICE 


STAN   STKPHI-.NS.    (iOVKRNOR 


STATE  OF  MONTA 


(406)    444-35K 


Scott  A.  Seacat 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  MT   59620 

Dear  Scott: 


HELENA.  MONTANA    5'*-: 


March    22,    1991 


r 

li    .-. 

L 


I  I99I 


tGiSLi 


i 


Attached  is  our  response  to  the  narrative  segment  of  your  final 
report  on  the  audit  of  the  Department  of  Labor  and  Industry. 
Copies  of  the  audit  report  you  provided  to  us  are  also  enclosed. 

We  appreciate  the  cooperation  of  you  and  your  staff  in  taking  the 
time  to  review  the  audit  findings  with  us  in  detail. 

The  department  administrators  and  I  will  be  happy  to  continue 
working  with  you  and  the  Legislative  Audit  Committee  to  answer 
questions  about  the  audit  and  our  response. 


Thank  you  for  your  help. 


Sincerely 


<&■ 


.<£**-" 


MIKE  MICONE 
Commissioner 


enclosures 
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■AN   EQUAL    OPPORTUNITY   EMPLOYER- 


MONTANA  DEPARTMENT  OF  LABOR  AND  INDUSTRY 

Response  to  Legislative  Audit 
for  the  two  years  ended  June  30,  1990 

Recommendation  #1: 

We  recommend  the  department  transfer  funds  in  excess  of  the 
appropriated  amounts  to  the  Unemployment  Trust  Fund  as  required 
by  state  law. 

Department  Response: 

Do  not  concur.   Current  state  laws  are  not  clear  on  this  issue. 
Section  39-51-404,  MCA  indicated  that  unappropriated  balances 
should  be  transferred  to  the  Trust  Fund.   However,  Section  39-51- 
406  (5) ,  MCA  states  that  "Any  balances  in  this  account  shall  not 
lapse  at  any  time  but  shall  be  continuously  available  to  the 
department  for  expenditure  consistent  with  this  chapter."   We  are 
currently  pursuing  clarification  of  the  law  via  House  Bill  #124. 

Recommendation  #2: 

We  recommend  the  department: 

A:   Restrict  expenditures  of  unemployment  insurance  assessment 
moneys  to  administrative  costs  to  comply  with  state  law. 

B:   Deposit  $348,733  in  the  Unemployment  Insurance  Assessment 
account. 

Department  Response: 

Do  not  concur.   Section  39-51-406  (1),  MCA  states  that  "All 
moneys  in  the  account  shall  be  expended  solely  for  the  purpose  of 
defraying  the  costs  of  administration  of  this  chapter  and  costs 
of  administration  of  such  legislation  that  shall  be  specifically 
delegated  to  the  department  for  administration  by  the 
legislature.   (underline  added) . 

The  general  appropriations  act  is  considered  by  the  department  to 
fall  within  the  category  of  "such  legislation  that  shall  be 
specifically  delegated"  and  therefore  appropriations  authorized 
by  the  legislature  provide  a  legal  basis  to  expend  these  funds 
for  the  specified  purposes. 

Recommendation  #3: 

We  recommend  the  department: 

A:   Analyze  the  adequacy  of  Unemployment  Trust  Fund  reserves. 
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Department  Response; 

Concur.   The  department  will  be  glad  to  continue  analyzing  the 
adequacy  of  the  Unemployment  Trust  Fund.   The  current  recession 
will  provide  valuable  information  about  the  adequacy  not  only  of 
the  Trust  Fund  but  of  the  tax  schedules. 

B:   If  necessary,  propose  legislative  changes  in  the  unemployment 
contribution  schedule  to  ensure  a  fiscally  sound  fund. 

Department  Response; 

Concur.   The  department  will  present  the  information  to  an 
advisory  council  made  up  of  business  and  labor  leaders.   The 
decision  about  adequacy  is  largely  a  political  decision  which 
needs  broad-based  support.   The  trust  fund  is  in  good  shape  at 
present  because  of  a  1985  compromise  hammered  out  with  the 
department,  legislators,  business  and  labor  leaders.   Adjustments 
in  the  the  Trust  Fund  balance  will  mostly  fall  on  tax  schedule 
increases,  and  that  would  require  broad  political  support.   If 
necessary,  the  department  will  propose  legislative  changes  to  the 
1993  legislature. 

Recommendation  #4: 

We  recommend  the  department  adopt  a  billing  schedule  to  ensure 
cash  is  available  to  meet  the  costs  of  enforcing  workers1 
compensation  laws. 

Department  Response; 

Concur.   The  department  is  in  the  process  of  developing 
procedural  changes  that  will  allow  for  a  more  timely  billing  of 
these  assessments.   This  procedure  will  be  in  place  for  next 
years  assessment  report. 

Recommendation  #5: 

We  recommend  the  department  record  revenue  in  the  appropriate 
classes  on  the  state's  accounting  records. 

Department  Response; 

Concur.   In  order  to  properly  record  this  activity  we  may  have  to 
request  a  new  revenue  class  code  from  the  Department  of 
Administration.   We  will  proceed  to  resolve  this  issue  so  that 
the  appropriate  revenue  class  can  be  recorded  at  the  start  of  the 
new  fiscal  year. 
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Recommendation  #6: 

We  recommend  the  department  develop  reconciliation  procedures  to 
properly  match  federal  revenue  and  expenditures  on  the  state's 
accounting  records. 

Department  Response: 

Concur.   As  replied  to  in  past  audit  reports  the  department  does 
have  in  place  procedures  that  match  revenue  and  expenditures. 
The  main  emphasis  of  course  being  the  assurance  that  federal 
funds  indeed  are  available  to  match  expenditures.   We  are  making 
further  strides  to  automate  year  end  procedures. 

Recommendation  #7: 

We  recommend  the  department: 

A:   Develop  a  system  to  suspend  computer  access  of  terminated 
employees. 

Department  Response: 

Concur.   The  departments'  Security  Officer  has  recently  issued 
policies  regarding  individuals  and  computer  access.   In  addition, 
procedures  are  now  in  place  to  provide  information  to  the 
Security  Officer  on  employee  terminations. 

B:   Reprogram  the  BEAR  system  to  limit  access  to  specific  data. 

Department  Response: 

Partially  concur.   Although  the  goal  is  admirable,  it  is  not 
practicable  with  this  older  system.   The  UI-Benefits  Bureau 
estimates  that  they  have  70  pending  program  change  reguests,  many 
of  which  have  priority  interest  over  the  system  change  to 
accommodate  this  deficiency.   The  UI-Benefits  Bureau  is  guick  to 
add  that  security  violations  on  the  BEAR  have  been  virtually 
nonexistent  to  date.   They  believe  that  the  two  levels  of 
security  access  may  be  a  good  reason  why  the  system  appears  to  be 
pretty  well  protected. 

C:   Establish  review  procedures  to  limit  individual  access  to 
files  to  the  level  required  for  the  individuals  work. 
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Department  Response: 

Partially  concur.   We  agree  where  it  is  practical  to  do  so. 
Unfortunately,  these  are  some  older  major  systems  that  would  be 
cost  prohibitive  to  change  at  this  time.   Future  replacement 
systems  will  have  much  improved  access  controls.   In  addition, 
the  department  had  recently  implemented  an  Automation  Security 
policy  which  addressed  these  concerns. 

Recommendation  #8: 

We  recommend  the  department  adopt  procedures  to  ensure  compliance 
with  federal  training  grant  regulations. 

Department  Response; 

Concur.   We  have  implemented  a  corrective  action  plan  to  bring 
State  Fiscal  Year  1990  and  1991  retraining  expenditures  up  to  the 
required  50%.   We  have  also  implemented  cost  limitation 
requirements  to  ensure  compliance  with  the  50%  retraining 
requirement  in  the  future. 

Recommendation  #9: 

We  recommend  the  department  implement  procedures  to  ensure 
conference  costs  comply  with  state  law. 

Department  Response: 

Concur.   We  have  implemented  procedures  to  improve  the  planning 
and  coordination  of  information  related  to  future  events  of  this 
type  to  prevent  misunderstandings. 

Recommendation  #10: 

We  recommend  the  department  use  and  document  proper  criteria  in 
determining  eligibility  for  JTPA  services. 

Department  Response: 

Concur.   The  Job  Service  Division  (JSD)   within  the  department 
sincerely  believes  in  operating  quality,  efficient  and  well-run 
training  programs.   Staff  do  make  every  effort  to  utilize  proper 
criteria  in  determining  eligibility  for  JTPA  services. 

The  criteria  for  military  income  and  also  for  the  10%  Window  has 
been  clarified  in  the  Job  Training  Manual.   Last  year  the 
verification  worksheet  was  revised  to  include  the  10%  Window 
documentation  of  barriers  checklist.   This  was  a 
procedural/system  change  to  ensure  that  barriers  are  documented 
before  enrollment.   The  JSD  has  increased  technical  assistance 
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and  training  in  these  areas  to  ensure  that  all  JTPA  staff  are 
fully  aware  of  the  criteria  to  be  used  and  the  importance  of 
proper  documentation.   Self -monitoring  systems  and  management 
reviews  are  in  place  to  ensure  that  proper  criteria  is  utilized. 
During  internal  audits  all  10%  Windows  cases  are  automatically 
reviewed. 

It  should  be  noted  that  in  the  case  mentioned  in  the  audit 
report,  the  person  was  eligible  at  the  time  of  enrollment  based 
on  the  criteria  in  the  JTPA  Manual.   The  individual  was  enrolled 
on  June  9,  1987,  at  which  time  the  JTPA  policy  was  to  exclude 
from  family  income,  the  income  from  "members  of  military  service 
on  active  duty  (particularly  family  members)".   The  person  was 
inadvertently  transferred  from  the  regular  JTPA  program  to  the 
10%  Window  based  on  a  recommendation  from  the  administrative 
entity.   The  person  should  have  remained  under  the  regular  JTPA, 
but  there  was  no  need  to  transfer  her  out  of  the  10%  Window  as 
she  qualified  for   either  program  since  she  was  economically 
disadvantaged  at  the  time  of  enrollment. 

Recommendation  #11: 

We  recommend  the  department  estimate,  allocate,  and  record 
administrative  costs  between  federal  programs  at  fiscal  year-end. 

Department  Response: 

Concur.   While  administrative  costs  are  in  fact  allocated  between 
federal  programs  at  fiscal  year-end  for  federal  reporting 
purposes,  we  will  ensure  that  the  costs  are  also  allocated  on  the 
state's  accounting  records  to  match  the  federal  reports  beginning 
with  State  Fiscal  Year-End  1991. 
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STATE  COMPENSATION  MUTUAL  INSURANCE  FUND 

P.O.  BOX  4759 
HELENA,  MONTANA  59604-4759 

Sum  SU'plicii'-,  (  mici  him 

(,/  SERAI  WORM  I77<  >/\  i  W6)  444  650(1 


March  29,  1991 


Mr.  John  Fine 

Audit  Senior 

Office  of  the  Legislative  Auditor 

State  Capitol  Building 

Helena,  MT  596290 

Dear  John: 

Thank  you  for  the  opportunity  to  formally  comment  on  the  recent 
audit  of  the  State  Compensation  Mutual  Insurance  Fund  conducted  by 
your  office. 

Enclosed  is  the  State  Fund's  official  response. 

Also  enclosed  are  the  two  copies  of  the  draft  audit  report. 

Sincerely, 


:ICK  J.  S 
President 

Encl. 


WEENEY 


Underwriting  444-6440 

Administration  A  i-mante  444-64'fO 
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Claims  444-6500     I  egal  444-6480 
Executive  444-65 18 


Medical  Payments  444 
Polio  Services  444-t>44t> 


STATE  COMPENSATION  MUTUAL  INSURANCE  FUND 

Response  to  Legislative  Audit 
for  the  two  years  ended  June  30,  1990 


Recommendation  #12: 

We  recommend  the  State  Fund: 

A.  Establish  and  follow  rules  for  its  rate  setting  process 
as  required  by  state  law. 

Agency  Response: 

Concur  and  has  been  implemented.  The  State  Fund  has  adopted 
rules  governing  rates,  and  the  formal  Notice  of  Adoption  was 
filed  with  the  Secretary  of  State. 

B.  Document  the  NCCI  rates  as  a  basis  for  State  Fund  rates 
as  required  by  state  law. 

Agency  Response: 

Section  39-71-2316(6)  states,  ".  .  .The  State  Fund  must 
belong  to  the  national  council  on  compensation  insurance  and 
shall  use  the  classifications  of  employment  adopted  by  the 
national  council  and  corresponding  rates  as  a  basis  for 
setting  its  own  rates."  The  State  Fund  does  use  the 
classifications  of  employment  adopted  by  NCCI.  This  statute 
is  very  confusing  and  subject  to  interpretation  as  it  relates 
to  the  State  Fund's  use  of  NCCI  rates  as  a  basis  for  setting 
its  own  rates.  The  State  Fund  does  use  NCCI  rates  for  new 
and  evolving  classifications  for  which  State  Fund  data  is  not 
available.  Once  enough  State  Fund  experience  in  the 
classification  is  available,  rates  are  based  on  State  Fund 
experience.   The  statute  may  need  to  be  clarified. 

Recommendation  #13: 


We  recommend  the  State  Fund  implement  procedures  to  ensure 
prompt  transfer  and  investment  of  payroll  tax  receipts. 

Agency  Response: 

Concur.  As  stated  in  the  report,  payroll  tax  revenue  is 
deposited  in  a  State  Special  Revenue  Fund  and  then 
transferred  to  the  Expendable  Trust  Fund.  Prior  to  making 
this  transfer,  State  Fund  personnel  reconcile  the  internal 
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computer  system  output  to  data  on  the  Statewide  Budget  £ 
Accounting  System  in  an  effort  to  transfer  only  those  funds 
eligible  for  transfer  at  the  time. 

When  the  payroll  tax  was  implemented  in  FY  1988  and  through 
FY  1989,  the  State  Fund  was  allocated  no  staff  by  the 
Legislature  to  develop  an  automated  accounting  system  and  to 
receipt  and  collect  the  payroll  tax  from  some  35,000 
employers.  Therefore,  these  functions  were  accomplished 
through  a  great  deal  of  staff  overtime.  The  1989  Legislature 
granted  the  State  Fund  1.5  FTE's  (grade  6)  to  receipt  and 
collect  the  tax  in  Fiscal  Years  1990  and  1991.  Obviously, 
lower  level  staff  cannot  perform  complex  accounting  functions 
such  as  reconciliations  and  transfers  between  funds. 

During  Fiscal  Year  1989,  the  only  month  in  which  collections 
were  not  transferred  to  the  Trust  Fund  in  the  month  following 
collection  was  July,  the  first  month  of  the  new  fiscal  year. 
This  is  an  extremely  busy  time  of  year  for  accounting  staff 
in  closing  out  the  old  year  and  setting  up  the  new  year. 

During  Fiscal  Year  1990,  the  Accounting  Supervisor,  who 
performs  the  reconciliation  and  transfer  of  collections,  was 
on  maternity  leave  from  July  1st  through  August  4th.  She 
returned  to  work  for  three  weeks  and  terminated  employment  on 
August  25th.  She  was  replaced  on  September  25th  by  an 
employee  with  no  previous  workers'  compensation  experience. 
The  new  Accounting  Supervisor  was  overwhelmed  with 
supervising  a  staff  of  nine,  as  well  as  trying  to  assume  all 
responsibilities  of  the  position.  Upper  management 
recognized  the  importance  of  transferring  the  tax  collections 
and  began  the  reconciliation  process. 

This  change  in  supervisory  personnel  came  at  the  same  time  as 
the  reorganization  of  the  Department  of  Labor  &  Industry  and 
the  Division  of  Workers'  Compensation.  Much  time  was  spent 
in  meetings  to  determine  the  staffing  levels  and 
responsibilities  of  employees  who  would  remain  with  the  new 
State  Fund.  To  further  complicate  the  issue,  the  Office  of 
Budget  £  Program  Planning  and  the  State  Accounting  Division 
mandated  the  formation  of  a  new  agency,  accounting  entity, 
and  responsibility  centers  on  SBAS.  In  addition,  the 
Accounting  Director  assumed  supervisory  responsibilities  over 
the  payment  of  medical  and  compensation  benefits  on  January 
1,  1990,  which  added  14  employees  under  his  jurisdiction. 
Needless  to  say,  management  staff  could  not  devote  much 
attention  to  the  payroll  tax  reconciliation,  and  this 
function  ended  up  being  performed  on  nights  and  weekends. 

On  July  1,  1990,  another  accounting  change  was  required,  this 
time  to  segregate  payment  of  all  costs  associated  with 
accidents  that  occurred  before  and  after  July  1,  1990,  taking 
more  valuable  staff  time  from  their  normal  responsibilities. 
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The  State  Fund  transferred  payroll  tax  collections  to  the 
Trust  Fund  as  soon  as  was  possible  in  every  case.  The 
Legislative  Auditor's  Office  calculated  a  loss  of  investment 
earnings  to  the  Trust  Fund  of  $377,000  in  Fiscal  Years  1989 
and  1990.  The  payroll  tax  collections  were  recorded  in  a 
State  Special  Revenue  Fund,  and  investment  earnings  on  the 
collections  therefore  went  to  the  General  Fund. 

The  Department  of  Revenue  will  be  responsible  for  collection 
of  the  payroll  tax  for  the  quarter  beginning  July  1,  1990. 
We  will  carefully  coordinate  procedures  with  the  Department 
of  Revenue  to  ensure  tax  collections  are  transferred  to  the 
State  Fund  as  soon  as  possible  after  collection.  When  tax 
collections  are  transferred  to  the  State  Fund,  they  will  be 
deposited  directly  in  the  Trust  Fund.  However,  we  would  not 
expect  to  earn  any  interest  on  the  collections  in  that  the 
new  fund  is  already  loaning  money  to  the  old  fund. 

Recommendation  #14: 

We  recommend  the  State  Fund  segregate  cash  handling  duties 
from  personnel  with  the  ability  to  access  and  alter  employer 
accounts  in  the  database. 

Agency  Response: 

Concur.  Due  to  the  tremendous  workload  associated  with 
collection  of  the  payroll  tax,  State  Fund  management  staff 
determined  in  Fiscal  Year  1990  to  use  all  available  staff  to 
process  the  tax  collections.  Cashiers  were  given  update 
capabilities  on  the  automated  tax  system,  but  only  to  the 
extent  they  could  cancel  an  employer  account  if  it  was  paid 
in  full.  They  were  also  given  authority  to  code  transactions 
to  be  data  entered  to  employer  accounts. 

The  cashiers  do  not  have  the  capability  to  update  State  Fund 
policy  or  financial  information  on  the  database,  nor  have 
they  ever  had  this  capability. 

When  the  collection  of  the  payroll  tax  is  assumed  by  the 
Department  of  Revenue,  this  recomendation  will  be  a  moot 
point. 

Recommendation  #15: 

We  recommend  the  State  Fund  deposit  returned  and  refund 
checks  according  to  state  policy. 

Agency  Response: 

This  recommendation  deals  with  two  issues,  refund  checks  and 
payroll  tax  checks.  We  concur  with  the  recommendation  as  it 
relates  to  depositing  refund  checks  in  uncleared  collections 
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while  the  ultimate  disposition  is  being  investigated.  The 
recommendation  was  implemented  in  February,  1991. 

While  we  agree  state  policy  requires  the  deposit  of  money 
when  collections  exceed  $500,  we  cannot  implement  this 
recommendation  for  payroll  tax  checks.  Payroll  tax 
collections  are  received  at  precisely  the  same  time  as 
premium  payments.  With  only  two  cashiers  and  three 
validating  machines,  it  is  impossible  to  process  all  checks 
received  on  a  daily  basis.  State  Fund  management  consciously 
decided  to  assign  priority  to  premium  payments  over  payroll 
tax  collections.  Premium  payments  represent  far  more 
dollars.  We  believe  it  is  critical  to  deposit  these  checks 
as  quickly  as  possible  to  maximize  the  State  Fund's 
investment  return.   We  will  continue  to  follow  this  policy. 

When  collection  of  the  payroll  tax  becomes  the  responsibility 
of  the  Department  of  Revenue  on  July  1,  1990,  this 
recommendation  will  be  a  moot  point. 

Recommendation  #16: 

We  recommend  the  State  Fund  ensure  financial  activity  is 
recorded  on  the  state's  accounting  records  in  accordance  with 
state  law. 

Agency  Response: 

Partially  concur.  As  the  result  of  a  coding  error,  $794,500 
was  incorrectly  recorded  on  SBAS  at  fiscal  year  end. 
However,  the  fixed  assets  were  reflected  appropriately  in  the 
State  Fund's  published  financial  report  and  the  State  of 
Montana's  published  "Comprehensive  Annual  Financial  Report." 
This  coding  error,  therefore,  had  no  impact  whatsoever,  and 
it  was  corrected  during  Fiscal  Year  1991.  The  State  Fund 
will  make  every  attempt  to  properly  record  fixed  assets  on 
its  SBAS  records. 

The  report  further  states  the  State  Fund  should  record  on 
SBAS  the  "best  available  estimate"  of  the  claims  liability. 
Once  an  actuarial  evaluation  of  any  given  fiscal  year  is 
completed,  the  claims  liability  is  updated  on  SBAS.  This 
evaluation  takes  place  after  SBAS  closes  the  particular 
fiscal  year.  The  claims  liability  recorded  on  SBAS  at  fiscal 
year  end  may  not  agree  with  the  final  actuarially  determined 
figure,  but  the  figure  recorded  on  SBAS  at  year  end  is 
ignored.  The  State  Fund's  published  financial  report,  as 
well  as  the  State  of  Montana's  "Comprehensive  Annual 
Financial  Report",  both  include  the  actuarially  determined 
liability.  This  failure  to  estimate  the  claims  liability, 
rather  than  rely  on  an  actuarial  determination,  had  no  impact 
whatsoever.  The  State  Fund  will  continue  to  record  only  the 
figure  contained  in  the  actuary's  Review  of  Operations  for 
the  year  just  ended. 
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The  report  addresses  a  coding  error  made  by  accounting  staff 
which  resulted  in  an  overstatement  of  receivables  and 
payables  by  $6,625,291. 

During  FY  1990,  the  State  Fund  was  granted  a  $20  million 
General  Fund  appropriation  in  place  of  implementing  a  rate 
increase.  The  revenue  was  recorded  in  a  separate 
responsibility  center  at  the  time  the  revenue  was  received. 
The  funds  were  used  only  to  pay  settlements  of  cases  that 
occurred  before  July  1,  1987.  The  settlements  were  initially 
paid  with  Trust  Fund  money.  At  the  end  of  each  month,  the 
Claims  Department  summarized  settlement  costs,  and  accounting 
staff  reduced  the  expenditure  in  the  responsibility  center 
typically  used  to  record  claims  costs  and  moved  it  to  the 
center  reflecting  the  General  Fund  revenue. 

As  previously  stated  in  the  discussion  of  another 
recommendation,  the  Office  of  Budget  £  Program  Planning  and 
State  Accounting  Division  insisted  on  a  new  agency, 
accounting  entity,  and  responsibility  centers  for  the  State 
Fund  effective  January  1,  1990.  Upon  review  of  the  June, 
1990,  SBAS  reports,  management  staff  noted  settlement  costs 
reflected  in  the  new  agency  which  pertained  to  the  General 
Fund  appropriation  did  not  have  any  offsetting  revenue.  A 
journal  voucher  to  move  a  portion  of  the  General  Fund  revenue 
to  the  new  agency,  accounting  entity,  and  responsibility 
center  was  prepared.  Unfortunately,  the  fiscal  year  end  cash 
replacement  accounts  were  reversed.  The  revenue  accounts 
were  correct.  While  it  is  true  cash  replacement  receivables 
and  payables  were  overstated  at  year  end,  these  control 
accounts  net  out,  so  fund  balance  was  not  affected.  This 
error  is  so  minor  it  self-corrects  once  the  new  year's  books 
are  opened. 

The  State  Fund  will  make  every  attempt  to  ensure  proper 
coding  in  the  future. 

Recommendation  #17: 


We  recommend  the  State  Fund: 

A.   Perform  an  internal  security  evaluation. 

Agency  Response: 

Concur.  We  evaluated  the  physical  security  of  the 
minicomputers.  They  are  located  in  a  separate  secured  room. 
In  approximately  July,  1990,  we  installed  an  uninterruptable 
power  supply  to  ensure  adequate  time  for  a  controlled 
shutdown  in  the  event  of  power  failure,  installed  separate 
electrical  circuits  for  each  of  the  minicomputers,  and 
rerouted  water  pipes.  In  March,  1991,  we  installed  a  smoke 
detector.  We  question  the  need  for  a  water  detector  or  the 
need  to  incur  additional  costs  to  raise  the  floor. 
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Although  we  do  not  have  formal  documentation  of  our 
evaluations  of  the  level  of  security  for  all  data  and 
information,  the  security  officer  does  perform  ongoing 
evaluations,  and  we  do  have  a  formal  written  security 
policy.  When  new  automated  functions  are  implemented,  user 
access  rights  are  evaluated.  When  new  employees  are  hired, 
the  section  supervisor  and  department  vice  president  approve 
in  writing  the  employees'  access  needs.  Our  personnel 
officer  notifies  the  security  officer  when  any  employee 
terminates  so  access  rights  may  be  terminated.  In  addition, 
periodic  evaluations  by  organizational  function  are  conducted 
with  appropriate  supervisors  as  time  allows.  We  will  attempt 
to  improve  our  documentation  of  security  evaluations  to  the 
extent  staff  and  resources  are  available. 

B.  Develop  adequate  disaster  recovery  procedures  based  upon 
the  results  of  the  internal  security  evaluation. 

Agency  Response: 

Concur.  We  recognize  the  need  for  an  adequate  disaster 
recovery  plan  and  will  attempt  to  implement  as  staff  and 
resources  become  available. 


Recommendation  #18: 

We  recommend  the  State  Fund: 

A.  Limit  outside  agency  access  to  critical  applications. 

Agency  Response: 

Concur.  The  State  Fund  does  limit  outside  agency  access  to 
critical  applications.  The  audit  report  refers  to  two 
employees  who  transferred  to  the  Department  of  Labor  £ 
Industry  upon  reorganization  of  the  Division  of  Workers' 
Compensation.  These  employees  needed  access  to  State  Fund 
data  to  perform  their  job  duties.  Once  the  Department  of 
Labor  &  Industry  provided  the  State  Fund  with  appropriate 
access  nodes  for  this  function,  the  two  employees'  access 
rights  to  State  Fund  data  were  removed. 

B.  Appoint  an  individual  independent  of  the  data  processing 
function  as  security  officer  and  provide  security  software 
training  to  that  individual. 

Agency  Response: 

Partially  concur.   The  security  systems  used  by  the  PC  LAN, 

VSlOOs,   and  the  host  system's  ACF2  functions  require  the 

security  officer  to  be  knowledgeable  in  both  the  nature  and 

configuration  of  our  data,  as  well  as  the  hardware  and 
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software  environment.  The  State  Fund  assigned  this 
responsibility  to  non- programming  personnel  who  do  not 
typically  change  programs  and  data.  Any  individual 
designated  and  trained  in  the  system  thoroughly  enough  to 
perform  security  officer  duties  will,  by  virtue  of  this 
knowledge,  be  technically  able  to  change  programs,  run 
programs,  or  change  data. 

The  Legislative  Audit  staff,  during  the  State  Fund  exit 
conference,  stated  other  agencies  have  initially  expressed 
the  same  concerns  expressed  by  the  State  Fund  with  this  type 
recommendation.  The  audit  staff  offered  to  provide 
information  to  the  State  Fund  indicating  this  recommendation 
may  be  complied  with  through  use  of  non- technical  staff. 
When  we  receive  the  information  from  the  audit  staff,  we  will 
certainly  consider  it  in  terms  of  changing  present  procedures. 
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